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ABSTRACT 


This thesis is an introductory study of the Wholesale Plumb- 
ing and Heating Industry in Canada. More specifically, it is concerned 
with the future of the traditional middleman in the distribution func- 
tion, the independent wholesaler. 

The writer is concerned with the future of the wholesaler, 
and not the function as such. It is who performs the function that is 
of paramount importance, the assumption being that it must be performed. 

Self-awareness and survival are of paramount importance to 
the individuals involved in the wholesale plumbing and heating indus- 
try. As a result, this thesis, as well as being an academic study, is 
intended to be of a practical, useful nature to the industry involved. 

Information was collected through September 1968 to July 1969 
by use of a short questionnaire and through a series of personal inter- 
views by the writer. 

The industry as such has been subjected to very little aca- 
demic study in the past, and because of this, the conclusions are con- 
sequently subjective in nature. In any event, the thesis should pro- 
vide the initial groundwork for future studies. 

The major conclusions that resulted from the analysis of the 
information collected were: 

1. Patterns of distribution have changed since the 1950's. 
These changes were the result of the development of the prefabricated 
and mobile home markets, and the remodelling and renovation markets. 
Mass merchandising at the retail level is resulting in direct bypas- 
sing of the wholesale middleman. 


tea, 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Alberta Libraries 


https://archive.org/details/Balfour1971 


2. The wholesaler should not integrate into retailing at 
this time, but rather orient a part of his business towards serving of 
retail accounts. To do this, showrooms should be established or up- 
dated rather than discontinued. The wholesaler must endeavour to up- 
grade sales to architects, home buyers and apartment builders. 

3. Pre-assembled packages are becoming a necessity due to 
the prefab and mobile home markets. 

4, A polarization process is taking place with the indepen- 
dent at one pole, and the large integrated wholesaler at the opposite 
pole. This development should not harm his interests, but assist him 
in the servicing and development of specialized markets. The indepen- 
dent wholesaler must decide where his market is, and then determine 
how to serve it in the most efficient manner. The wholesaler cannot 
perform all the traditional functions anymore, but he can perform some 
functions much better than can the manufacturer or retailer. 

5. Vertical integration has a very real future in the PHC 
Industry. The corporate system is most likely to appear, while whole- 
sale-sponsored voluntary groups are another possibility. Franchised 
store programs are also likely to develop in the near future. 

6. The independent, as such, will likely disappear gradually 
from the industry. Specialization, group buying and horizontal inte- 
gration will prolong their lives, but the traditional wholesaler per- 
forming traditional functions is fast disappearing. 


TAY 6 
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CHAPTER I 
THE COMPARATIVE ROLE OF WHOLESALING 


The ability of the independent wholesaler to survive in the 
face of changing market conditions has been a topic of major interest 


since the decade of the 1930's.1 


There are many different views regarding the position of the 
wholesaler in our economy. The manufacturer and the retailer in their 
eagerness to deal directly with @ch other have, in many cases, elimin- 
ated the wholesaler. The general public--the consumer-- approves of 
these developments in the belief that goods would cost substantially 
less if the "middleman's profits" were not included in the retail 
piEtce . 

Historically, as much as two-thirds to three-fourths of the 
manufacturers' output has moved through their ownvwholesale branches or 


directly to retailers and various types of consumers . 2 


However, few 
manufacturers have attempted to completely integrate and eliminate the 
retailer. While there are some notable examples of successful direct- 


to-consumer selling in such fields as apparel, housewares, and house- 


hold equipment, cosmetics and specialty foods, altogether they do not 


lror more information see: Warshaw, Martin R., Effective 
Selling Through Wholesalers, The University of Michigan, Ann Arbor, 
LOG Lae peel. 


2Edwin H. Lewis, "Comeback of the Wholesaler", Harvard Busi- 
ness Review, Nov. - Dec., 1955, p. 115. 
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account for more than one percent of all goods sold at retail.? 

While consumers' skepticism about the wholesaler reflects 
ignorance of the need for this particular marketing function, the 
attitude of manufacturers represents a basic competitive drive, speci- 
fically the desire to maximize profits by performing any or every 
function most efficiently. Thus, many manufacturers have found it 
expedient to undertake the wholesale function themselves in circum- 
stances like the Rollout 

1) where the produce has a high degree of style element or 
physicial perishability. In such situations, the closer the manufac- 
turer is to the market (timewise or in a number of marketing steps), 
the less his risk is likely to be; 

2) where it is necessary to design or modify the product to 
meet the customer's needs, or where the customer expects a considerable 
amount of servicing. In such cases, the manufacturer often finds it 
more effective to sell direct; 

3) where the wholesaler is not anxious to push the product 
because it is not important to him or may even be in competition with 
a private brand of his own. In such cases, the manufacturer can use 
missionary salesmen or other devices to stimulate the wholesaler's 


efforts, but this may not be enough; 


3Victor P. Buell, "Door-to-Door Selling", Harvard Business 
Review, May-June, 1954, p. 113. 


4edwin H. Lewis, "Comeback of the Wholesaler", Harvard 
Business Review, Nov. - Dec., 1955, p. 117. 
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4) where the margin on the product is enough to support the 
cost of more concentrated or specialized selling. In such cases, the 
manufacturer may find that the resulting additional volume will offset 
the increased expense sufficiently to raise total dollar net profits. 

The so-called "elimination" of the wholesaler does not mean 
the elimination of the function itself. It simply means that the manu- 
facturer or the retailer has decided that it would be a good risk to 
attempt to do the wholesaling job himself. In some cases, he will be 
successful in reducing the expense of operating the wholesale activity 
and/or in increasing volume enough so that the cost per item handled is 
lower. In other cases he will not be successful. 

The term "wholesaler" is often used to describe the regular 
wholesaler, service wholesaler, and the full-function wholesaler. The 
U.S. Bureau of the Census defines "Wholesale Merchant Distributors" as 
follows: 

Merchant wholesale establishments primarily engaged in 
buying and selling in the domestic market who perform most 
of the principal wholesale functions - they buy and sell 
merchandise on their own account, sell principally to re- 
tailers or to industrial, commercial or professional users; 
usually carry stocks; assemble in large lots and generally 
redistribute in smaller quantities, usually through sales- 
men; extend credit to customers; make deliveries; service 
merchandise sold; and render advice to the trade. 


As defined by Dominion Bureau of Statistics 1969 Census 


Reports, there are five major types of wholesale operation. 


> Beckman, T,N., HH inele, andeR3De Bizzel leg wholesal ing 
(New York: The Ronald Press Company, 1959), p. 109. 
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Wholesale merchants comprise the largest major group, num- 
bering 22,434 locations with sales of 11,219,158,700 dollars. These 
merchants perform all the regular wholesale functions, as will be dis- 
cussed in Chapter II. 

Import merchants, with 3,762 locations and sales of 2,251,- 
227,100 dollars are next in importance to wholesale merchants. 

Third in importance are agents and brokers with 2,000 loca- 
tions and sales of three billion dollars. Agents and brokers are not 
full function wholesalers, rarely extending credit and rarely handling 
the goods for which they arrange sales. 

There are 90 merchandise brokers with total sales of over a 
billion dollars. 

Generally, agents and brokers will conduct a much larger 
volume of business per unit of input than will the wholesale merchant. 

Petroleum bulk distributors and co-operative marketing 


associations account for the remaining wholesale trade in Canada. 
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TABLE I, WHOLESALE TRADE BY TYPE OF OPERATION, FOR CANADA, 1961 





Number of Sales 
Type of Operation Locations Amount ip 
S000's 
Total, all locations 30,855 19 S452 747-00 100.0 
Co-operative marketing associations 
and other dealers in primary 
products - 2 al le BO aud U9 Or 
Agency type 162 DasigOD. 7 Les 
Patronage dividend type 129 191,746.7 LO 
Primary Product Dealers, other 
than co-operatives 986 134 oe. 6x9. 
Wholesale merchants 225434 Me 21 LO 7 Dia 
Export merchant 113 7 Lo eda 2 od 
Import merchant 35 Oe PEC BP AS! Waar TILT EAB | LT .6 
Cash-and-carry wholesaler 96 PTA Uebel On 
Drop shipper or desk jobber 147 S05 70d 0.4 
Mail order wholesaler 47 175 402.4 0.1 
Truck distributor 259 42,702.4 OR 
Voluntary group wholesaler 81 478,926.0 Dis 
Rack jobber 65 16543151. OM 
General wholesale distributor 7 7908 TeV IGLOS 3920 
Agents and brokers 25042 Ph res he ese Oa UST A iets) 
Export agent or broker 33 er hees USM hal) 
Import agent or broker 350 29552730 Ll 
Auction business 88 239° 97.626 i ha 
Purchasing agent or resident buyer 24 045978.7 053 
Selling agent 152 TR NODES) 0.4 
Commission merchant 144 165,.099.3 0 
Broker (merchandise) 90 1,078,846.4 D0 
Manufacturers' agent le Low 720,595.6 Bed: 
Manufacturers' sales branches 767 1,40L£,460.4 Pst 
Manufacturers' sales branch 
with stocks 736 1,190,947 4 Gre: 
Manufacturers' sales branch 
without stocks 31 ZO pois 0 ‘bee 
Petroleum bulk tank plants and truck 
distributors Ae G5) 2, 009549059 10.6 
Salaried bulk tank plants 742 iyo la 023.0 6.8 
Bulk consignees 2,405 364, 243.7 img 
Tank truck consignees (without tank 
plants) o2 PAT Peell Oe 
Independent bulk tank plants 841 340, 985.8 Weed, 
Independent dealers (without tank 
plants) ns) Da, ODN a OF1 
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TABLE II 
GROSS MARGIN AND OPERATING EXPENSES AS PERCENTAGES OF NET SALES OF A PANEL 
OF REPORTING WHOLESALE ESTABLISHMENTS (INCORPORATED COMPANIES ONLY), BY 
MAJOR TYPE OF OPERATION AND SELECTED KIND OF BUSINESS, FOR CANADA, 1961 





Wholesale Merchants 


Kind of Business Net ~Profit. Gross Operating 
Before Tax Margin Expenses 


Toys, novelties and fireworks Sale 23.5494 20.83 
Automotive parts and accessories 4.12 26 a th 24689, 
Motor Vehicles 1345 14.00 WAAR S, 
Beer, wine and distilled spirits Ya OM 16403 14.02 
Industrial chemicals 2 ale 14.49 12464 
Drugs and drug sundries Teel 12eO 2 LOva9 
Coal and coke 1385 1s 9/, 10412 
Clothing and/or furnishings (General line) 2.00 15a 07 1317. 
Clothing, women's 132 18.73 7ead 
Dry goods (general line) 1281 17.44 15 263 
Piece goods iL Oe! 13.90 10-91 
Electrical merchandise 300 19.47 16.47 
Electrical appliances 1.49 Ly Le Dono2 
Radios and television sets and equipment 4550 2365 19315 
Electrical wiring supplies and construction 

materials 22/5 iD/e eo y/ 14.82 
Other electrical specialties 109 24.96 Tey oi | 
Grain aO2 1754 0.69 
Livestock 1.03 12855 11250 
Farm supplies (general line) 2419 24308 16262 
Feed, Hay and grain 1483 14379 12.96 
Confectionery 4239 18514 36/5 
Cigars, cigarettes and tobacco lf Gms 3.00 
Dairy and poultry products (general line) 228 12.74 12.46 
Frozen or frosted foods e214 $3.33 8212 
Fruits and vegetables, fresh (general line) 1272 13933 11563 
Meats and meat products daly 8.80 7269. 
Produce 298 Lite oo, 10.5) 
Pulpwood 1533 L037 9.04 
Household furniture 2207 13.93 16.86 
Floor coverings pe 7h 8) Lod 2 TESS) 
General merchandise 2236 18.47 16.09 
Groceries (general line) See On o2 6509 
Canned goods 1256 10.74 9.18 
Hardware (general line) 45 1S id 17.66 
Hardware (specialty line) 31.02 24.55 CAS SSYS) 
Jewellery (specialty line) 4.92 20% /z 21.380 
Leather and leather goods (general line) as) 14.94 1395 
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TABLE II (cont'd) 


Wholesale Merchants 


Kind of Business Net Profit Gross Operating 
Before Tax Margin Expenses 


Building Materials (general line) feos Le, 18216 
Lumber 1.45 AREY o: Lis 
Lumber and millwork Zeon ZO oo 
Construction machinery and equipment, 

new and used PS oW) 2570) Beso) 
Farm machinery and equipment 1286 ie 120 
Industrial machinery, equipment and 

supplies (general line) 1.33 Wee NS) 215290 
Metal working machinery Hogs Fb ZOe oi 24.06 
Oil-well and oil-refining machinery and 

equipment aeeeil) 14.59 Lie 
Miscellaneous industrial machinery, 

equipment and supplies Zi OD 23020 20.43 
Surgical, medical and hospital equipment 

and supplies Bn, 72 eh oe) 23.74 
Iron and steel (general line) 2226 15.01 12,735 
Structural steel if i ee! Ligdls fe) 10252 
All other metals and metal work (except 

non-ferrous products) Sh a7 fil PM lee SO (3.19 
Non-ferrous metals and metal work 510 395 DOD 
Paper and paper products (general line) Za 17.94 1203 
Other paper and paper goods SIRE: 19.42 LOnoy. 
Plumbing equipment and supplies Leod Ly ed ilsyae) 0) 
Plumbing and heating equipment and supplies 

(general line) 2559 Posy, 15.84 
Scrap metal Seale 2122 13330 
Waste materials (other than scrap metal) 4.18 27 Le 22593 
Miscellaneous kinds of business, n.e.s. Uae) 238538 24.06 
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Table II indicates wholesalers characteristically operate at 
very low profit levels. In most cases, they rely on increased volume 
to hold up total dollar profits. 

It is obviously difficult for the manufacturer to perform 
the basic wholesale function more economically than it can be done by 
independent wholesalers operating at such profit rates. Indeed, if the 
manufacturer bypasses the wholesaler, it is likely to be for the higher 
profits that come from more aggressive selling, better control of ce 
tribution to capitalize on consumer advertising, to guarantee an out- 
let for his product in the face of changing conditions, or for any 
number of reasons rather than for lower operating costs. 

Large-scale retailers at the opposite end of the channel 
also are a thorn in the side of the independent wholesaler. Chains, 
consumer co-operatives, retailer co-operatives, mail-order houses and 
department stores, because of the types of goods purchased and the 
quantities involved, usually find it advantageous to deal directly 
with manufacturers. They have no need to buy from wholesalers, except 
for occasional fill-in orders or merchandise controlled by wholesale 
franchises. 

This, then, is the competitive framework within which the 
wholesale merchant must operate. His primary tasks have been: (a) to 
improve his methods of operation, and (b) to adapt his policies to 
meet the needs of his suppliers and customers. 

The decisive development in the American economy at the 


present time is the growing importance of vertical marketing 
systems in virtually all lines of trade. 





‘ 7 


#6 SiBtego Ylisottetaas opis atslacolody sosanthak fT SLdnT 





omuloy bassoront no ySor youd _eo2n> deat al  .alevel atiotg wol ytow 
ad bier yeattob Isjot qu blond oF 
| | ic 
@rolysg 63 yerutoniunem ody tot JiustA Eb ere? al 31 
yo snob od nso at mada el lankmonese atom noltonui sleeslodw sisad ei || 
$44 ti .besbol .astes 3itorq dov2 Js gnitetage aysleaslodw snabreqabm ie. 
zafgid oft rot 5d ot visit at 3B, raleseslodw ast esaeeqed “reausegivindie ‘I 
«ath to foxinhs tatded ,gnifise eviesstage stom mor] jemos Saad etd lot 
-ju6 ne esdnstevg oF ,ghiettravbes +smveno> no Ssilegiqee as nokoaid eet 
oak tot Yo .envitibnos gntansdo to soe? ods ni soubor abil 303 dat 
,21209 aniisisqo towol 107 asdd totes ep0e8e7 To x edemien 
fennsds od3 Yo. bas attenqqo “ht Js arslketver sfaoasoagtel = 
sented. .xolseolorw insbasqsbat edt to sbhke sdi me pair sis oaks 
bas esauod zsbto-lIism ,sevitsisqo-09 aslisist ,2avideyaqo=-00  Iomeenee 
oft bre boestoxug 2hoog to asqys sid io-seugssG (,257o2 2 area esegl 
yitjosrth Insb of shosgoinevbs +5 bott yileves ~bsvlovat 2otaiainelp 
tqscxe ,2TSlkeslodw morta yd 63 been on sve ysdT Latamioaiogem Ate | 
Siagoalody yd balloxtrions setbesdotem to atabro GF=ELGF Isnotense ad 
6f4 slodtiw pidtiw Axowsmbx2 svitktisqmos. oft 3} ,aodd qakdT : 
O39 €8) seed syed atant yxemizq ett . sd ereqo Jaum dasa tem ol sesLotee 
a) Btes air eal 62 (1) baw eae to abortion ati venga 7” 






hea: ~ ph peor ne ter: 


Bp Ae] 


Available data unequivocally indicate that: 

~ Conventional marketing channels are rapidly being dis- 

placed by vertical marketing systems as the dominant dis- 

tribution mechanisms in the American economy. 

- Competition--to an increasing extent--involves rivalry 

between these systems as well as between the individual firms 

or units that comprise them. 

There are, then, conflicting views concerning the patterns 
of distribution which we can expect to predominate in the foreseeable 
future in the United States and Canada. What future pattern distribu- 
tion will take depends largely on the industry involved, as will be 
outlined in Chapters IV, V and VI. 

It is the purpose of this thesis to study only one industry 
in Canada--that of plumbing and heating products distribution. The 
plumbing and heating industry in Canada (hereafter referred to as PHC 
industry) is characterized at present by manufacturer-wholesaler inte- 
grated firms, horizontally integrated or "conglomerate" firms, and 
"independents". For purposes of this thesis, the independent will be 
defined as a wholesale house owned and operated by individuals or 
groups separate from manufacturer or retailer control. That is to say, 
the independent is characterized in the "traditional" marketing chan- 


nel of manufacturer-wholesaler-retailer as a completely autonomous unit, 


where each layer of activity is clearly separated from the others. 


one: McCammon, Jr., A..F. Doody, and WR. Davidson; 


Emerging Patterns of Distribution, Report to the National Association 
of Wholesalers, Las Vegas, Nevada, January 15, 1969. 
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This thesis will review the effect of past changes in dis- 
tribution on the independent, and attempt to determine how future 
changes in distribution will affect him. In other words, the main 
purpose of this thesis is to attempt to answer the question, "What 
future does the independent wholesaler have in the plumbing and heat- 
ing industry in Canada?" 

As well as being an academic study, the thesis has the ob- 
jective of being useful to the PHC industry itself. 

Occasionally, the writer will draw data from other industries, 
and from the PHC industry in the United States for comparative purposes. 
Unfortunately, very little academic research has been done on this in- 
dustry, and therefore, this thesis should be considered as an intro- 
ductory study only. 

The writer has included at this point some relatively up-to- 
date material on the PHC industry in Canada. 

The following information was obtained from the Canadian 
Institute of Plumbing and Heating and is summarized in their annual 
Wholesale Operating Costs Survey (see appendix). 

While more detailed information on profits before tax is 
shown in the appendix, the writer has used information from Volume 
Group 4 only; that is to say, wholesalers with sales over $5,000,000 


yearly. 
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NET SALES 
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Table III indicates that, while not really declining drasti- 
cally, net profit before tax is quite low in the PHC business. 

The reader will note the gross profit has dropped consider- 
ably from 1960 to 1968, while expenses have remained reasonably con- 
stant. 

Table IV compares sales with net profit before tax. Sales 
have obviously been increasing five to ten percent per year over most 
of the ten-year period, while profits have remained stable and declined 
somewhat in 1967. 

Sales compared with last year drop considerably during this 
1964 to 1968 period. This period seems to be quite distinct in the 


plumbing and heating industry. 
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CHAPTER II 


DEFINITION OF TERMS AND METHODOLOGY 


Basic Marketing Channels 


There are essentially four basic marketing channels: 
iB) Producer - Consumer 
This channel is simple and appears logical and econo-. 

mical. Actually, the producer's initial selling costs are greater 
than in the case of other channels. The producer assumes many of the 
marketing functions. This channel is frequently used where the opera- 
tion is on a small scale, large volume on a single product is possible, 
the product is highly specialized, the producer has a sales force, com- 
plete control over sales is desired, and adequate financial sources are 
available. Examples include a producer of raw materials selling to a 
manufacturer, a dairy selling cottage cheese to consumers at its fac- 
tory sales room, or a farmer selling eggs to motorists from a roadside 
stand. 

2) Producer - Retailer- Consumer 

Examples here include producers selling directly to in- 

dependently-owned retailers, affiliated chains, mail-order houses, and 
large department stores. The producer hopes to maintain a close touch 
with the market, enjoy the economies of selling only to relatively 
large buyers, meet private brand competition, promote sales aggressive- 
ly, reduce fashion risk, and minimize losses, particularly if the pro- 


duce is perishable. 
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However, use of this channel requires a sizeable sales force 
on the part of the producer, the number of accounts handled is increas- 
ed, credit extensions may reach large amounts and transportation and 
packing costs may be relatively high because of smaller quantities 
ordered. 

5) Producer - Wholesaler - Retailer - Consumer 

This channel is followed by many producers of such 
items as groceries, drugs and dry goods products. To a small degree, 
the wholesaler may sell directly to the consumer. Among the advantages 
in use of this channel are more complete outlet coverage, low selling 
eos tuto eeoduceE (since wholesaler can distribute his costs over many 
items), small selling force required to call upon wholesalers, lower 
producers! capital required for marketing activities, and minimum 
transportation costs per unit sold. 

Weaknesses of this channel include requests by wholesalers 
for exclusive distributive rights in their respective areas, whole- 
salers' dislike of manufacturer selling directly to chains, necessity 
of the manufacturer having missionary salesmen to promote the product 
in the market, and belief by manufacturer that his product should be 
sold far more aggressively by the wholesaler. 

4) Producer - Special Middleman (functional and agent) - 

Wholesaler - Retailer - Consumer 
The use of special middlemen is customary in many mar- 
keting processes. They are usually paid on a percentage-of-fixed-fee 


basis, and do not take title to the goods. They buy and sell for others 


er “7 
99302 asiee oldssste e activpss dsmuedo aids to sew ctevewon 





-2ee100! at belbrad etntesos Yo tadmin odd .r99Dbotg Sad Jo Saag oft Bo 7 
bas noliettoganeys bes einuome ogtel dosst yam anolensits jibes .be 

asistineup tofluma to seuposd dgid ylevidniss sd Ysa ete gating ? 

berehe 7 rt 

TsmyeanoD - relisted - telsesfodW ~ asovboTd ce c 

finer’ % arsoubova ynem vd bewoflot ef fennmarl> aid : 
setgeb [ilsme & oT  .atoubong ebooy y¥tb bos equib ,eskyesorg es emere 

asersaaybe, wild gocbh .tamvadon sdy oF yJduetib Ilee yom tsineoiodw wits . 
onktinis wot densa $siguo stolgmoo stom 51s Lonnedo ails to Sau al 
item Ysvo. ateos eff etutiaeth nen isisesiodw eonte) rssubesq od 3209 
trewol ,axeleesforw noqu Ifso o2 bstivper soto} gaifioa Iisma —tamege 
muminim bons ,2ortivisoe® anid sivas 103 betivpss [s2 iqso ‘seein 
-blee tinu req 212802 noiisdtoqgensTgd 

exslseelodw yd sieaupsr shuloni bonnes etds to. asarstdesw ; 

-sfodw ,2asts svitosgest tied} ot adfght syijsudizdetlb svbevloxs 103 

“(aigesose ,patedo of yitosxib gatilse rexuiostuasm Yo sdtielb ‘states 7 

4 oubomq et? stomotg oF dongles (ranoteetm gnived teTudostvasm sf ts aa 

ed blvone ton boxq bid Jedd tetwiostvuosm yd Yotled boa ,tovvem odd af | 


.1oleeolodw oda yd xiavieasiggs stom te? blow | 


7 Adnagn bins Isnotton2) asmalbbim fetveq? - rsaubosa (4 | 
: = ; sue 7 ane o> wai 


is 543 4 ae od e.. 
_ via 


2 _ 





elo 
or act in a capacity to bring buyer and seller together. Some act on 
a continuous basis for a seller, others on a job-to-job basis. In 
numerous instances, the middleman operates between the producer and 
the retailer thus eliminating the wholesaler from the channel. For 
industrial goods, the use of the producer to middleman to consumer 
channel is common; in some instances, an industrial distributor is also 
added to the channel. 

The most obvious advantages of this channel are that it is 
easily adaptable for differential use in different territories, the 
seller maintains control with the sales burden carried by others, 
field selling costs are in proportion to results accomplished, the 
seller need not be well known or possess a popular brand, specialized 
knowledge required in selling is supplied, and the seller has represen- 
tatives handling his line only. 

There are certain disadvantages in using this channel: con- 
tinuity of representation is frequently lost and complete dependence 
upon individuals, not an essential part of the seller's organization, 
exisite?. 

To show a list of all possible channels of marketing would 
confuse rather than clarify. However, it is well to keep in mind that 
an almost infinite number of variations to the above-mentioned types is 


possible. 


Factors Affecting Choice of Channel 


There is no one best channel for all product classifications. 


The seller usually has several different channels of distribution 
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available to him. His choice depends upon a number of factors: 


1) Nature of Product 
The nature of the product defines the type of demand and 
the characteristic buying habits that influence the channel choice. 
2) Geographical Dispersion 
Usually, the more concentrated the buyers, the more 
tendency to use few, if any, wholesalers, retailers, or middlemen. On 
the other hand, a wide dispersion of buyers frequently requires whole- 
salers, retailers, or middlemen who specialize in reaching these types 
of buyers. 
3) Size of Purchase 
Goods purchased in large unit orders or goods having a 
relatively high unit value commonly employ the most direct channel of 
distribution. 
4) Size of Enterprise 
For such reasons as economy, prestige, or control of 
market, a large manufacturer might desire to market through its own 
wholesale branch houses and retail stores, whereas such a decision is 
not feasible for a small producer. 
5) Financial Position of Seller 
The shortening of marketing channels, the assumption of 


marketing risks, and the maintenance of an extensive sales organization 


lceorge R. Terry, Marketing, Selected Case Problems (New York: 
Prentice Hablyel950), apra6l- 
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necessitate large outlays of capital. The seller who is not in a posi- 
tion to assume these financial burdens must use existent wholesalers, 
retailers, or middlemen who provide such financial services. 
6) Promotion and Service Requirements 
The seller may feel that his product requires specialized 
selling ability and enthusiasm to achieve a satisfactory sales volume. 
Channels may be selected with this thought in mind or new channels may 
be adopted for the same reasons. When technical sales services are 
required to sell a product, it is generally considered advantageous’ to 
have as few intermediaries as possible between the manufacturer and the 
consumer. 
7) Ability and Preference of Selling Personnel 
The choice of distributive channels is influenced to 
some extent by the preference of the marketing executives. The choice 
may simply reflect the wishes of the owner responsible for the produc- 
tion of the product, or it may be the result of many circumstances 


under which the producer has grown and developed. 


Dual Channels of Distribution 
Dual channels of distribution is a strategy which is widely 
used by manufacturers because dependence on two channels rather than on 
one promises greater long-run profits. The profits accrue from the 
peculiar adaptability of two channels of distribution to the market 
environment in which many firms operate. 
Sometimes manufacturer use of direct as well as of indepen- 


dent wholesale channels represents an intermediate or transitional 
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stage in a continuing process which culminates in the complete dis- 
placement of one channel by another. In these cases, the manufacturer 
looks upon dual channels of distribution as a temporary strategy whose 
aim is either the circumvention of the wholesale channel, or conversely, 
the abandonment of direct sale in favour of complete reliance upon in- 
dependent wholesale intermediaries. 

Channel change is, however, not ordinarily rapid. The ini- 
tial considerations which resist alteration in this sphere are the 
heavy investments of time and resources which manufacturers have sunk 
in their existing channels, and the magnitude of like investments re- 
quired to build new paths through the structure of distribution. Hence, 
evolution into or away from dual channels is a long-term adjustment to 
the marketing environment. 

Specifically, the use of both the direct and the wholesale 
channel by a manufacturer enables him to adapt to the variations of 
different market segments or different geographic areas with respect 
GOR 

ls) the coverage and availability requirements of diverse 
kinds of reseller outlets and final users. 

Manufacturers of convenience goods especially are con- 
cerned with the need to have their products carried by all retail 
stores in which consumers expect to find such items. 

However, in the retail field, it is customary for large 
stores (or organizations of stores) to assume many of the wholesaling 


functions. Typically these stores purchase directly from the manufac- 
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Py 28) 
turer in wholesale lots, thereby gaining the wholesale margin for them- 
selves. Smaller stores who require less than wholesale lots generally 
are served through the wholesale channel. 

In the industrial market, the number of users is less 
than is encountered in the consumer goods market. As well, they are 
usually more concentrated geographically. Hence, coverage require- 
ments are less stringent. 

Under such circumstances the economics of order size 
and buying habits of the industrial users probably explain the use of 
dual channels by manufacturers. The function of purchasing is one 
example. If in carlods, the chances of direct sale are better. 

2) The provision of different kinds and amounts of promo- 
tional effort or the exercise of varying degrees of control over the 
selling process. 

If competitive conditions are unusually severe or if a 
large amount of pioneering work must be done to gain a foothold in a 
new market, the manufacturer may use the direct channel, (possibly in- 
cluding the use of a specialized sales agency) to provide substantially 
more selling effort than the wholesale channel candeliver. Those 
products which are complex or technical in nature require specialized 
selling and service normally available only through direct sale. In 
some cases, for a product to reach full maturity (that is, approach 
full scale distribution), it requires the services of two distinct 
types of channels. 


3) The adjustment of revenue and cost considerations to 


oon a 



















> 


eas | 





onw odd griiniog ydorsds . esol, ofpasiona mi 


-mend toi olgiem 9 
ty : ‘Tre - ad 

yilexensg aso! sfaesiariv ann atel svtupst ofw satete rollame .asviee 
-lstttatls slsastodw odd dguotis bewreaan 


A , aed - ail Los f ims 
aeol zt eazaaeu to tedmwt.ofd ,dsuTem bertsavonr sua 


; : : —— “— > 
ete vara .Ilow #A .3o8tem eboog wz49mireamo> sandy ol bSsisIneoorsS ei nam 
A 7 _ 
= > 7 


-9ytupst seayoevoo ,sscaH .vifeoidqssg0es; bstexInsstes stom la 
jnreguiata weet ots sine 
ssta asbro io @staotoos shy 2aesonateniorts cove 


to SRI eas 1k ique v ceo Ig pysaiy Fr Pyteanbat ad 706 a3 tdett gniyud brs - 


“(iio if : Po TsO! Dio ei NM JUGISALID 120 WOLetIN Og Sia { 
a as ee ora | Shade —_ wr sae bee i «nm +4097 
STi: rovo ioc O 2Ssin9 Gi ILY ) S2IT9I9xn2 sfi3 to ITOT 
i 
-essoo%q gniiies 
& tk ro sysvee yvilevatiou sip anoisibsao svaatasqrnes’ 14 
i 
8 af Sblorice? ® nisg of sob sd deve atow geitestolq to Japome sgts 
, efit J _, efinw,) ath A rarien tell a a mae Oyen —- ; » = 
-nit vidfeegoq) ,Istnsdo tootTrbh sli sev vam ysausosiuaam sds ,iSsA%am won 
; i, ; aajed 


vilsisassedue sbhivorq o3 (yousgr esiea besiistosqe & tm san odd arth 


7 i : _ y oS aodT Paro | riJ 2 | b fiBo J srtre cds xfs, eslodnw sa 7 ed3 8 | ot ? 5 guiiise 


: a » ‘ . . . : 
- basitieiveq2.satupes s1nten ni Isotnives 10 xotqmoo son dokd iw etowborq 
a 


olaz toa1tb ere ‘lire oidal bavi vilsmvon solwxer bas anhiiee 









, 


= 
195 . at ted) qotavsaa Ilut doeex of ree & wd 29209 amos 
im 7 re : o 


a > 





4 
0 Patttd i+ 3 ib 9! ioe If TKI 


ae ; 
’ yarn 


- 


«2 
the demand characteristics of the markets served. 

This is simply providing more thorough coverage of the 
market available. Also, two channels may do the job more cheaply than 
one. This is accomplished by allowing the manufacturer to perform 
that portion of the total marketing task for which he is best quali- 
fied, and at the same time, allows the wholesale channel to perform 
(that "part *or “the *jobein which*it *is*most effective. 

The survival and continued vitality of the wholesalers, des- 
pite persistent efforts to supplant them, attest to two significant 
facts: 

Ee) the marketing services provided by the wholesaler are 

necessary, and 

2) to a great extent, wholesalers have been able to cope 

with the changing demands of their customers. 

Wholesaling, like other activities in marketing, is dynamic 
and is ever subject to change. The alterations that have taken place 
and that concern wholesalers are actually the reflection of evolution- 
ary changes and developments taking place in the entire economy. Im- 
proved transportation, better packaging, growth of chain stores, rise 
of supermarkets, and the development of the mail order house may be 
cited as examples. 

Main Types of Wholesalers 
Wholesalers can be classified according to: (1) size; (2) ter- 


ritory covered; (3) ownership; and (4) type of goods or services ren- 


2Warshaw, Effective Selling Through Wholesalers,p. 8. 
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dered. Thus, wholesalers may be large, medium or small according to 
annual sales or number of customers; they may be national, regional or 
local; they may be independent, manufacturer-owned or chain store 
owned. 

The fourth classification warrants fuller discussion. Ser- 
vice wholesalers are those who perform the complete marketing services 
of a wholesaler. They may be classified in turn as general merchandise 
wholesalers, general line wholesalers, and specialty wholesalers. The 
general merchandise wholesaler handles a number of unrelated lines or 
goods such as groceries, hardware, and furniture. The general line 
wholesaler confines his stocks to a few related (or, more commonly, 
one line of) products, such as groceries. The specialty wholesaler 
carries a limited number of items in any oneline of goods. 

Limited function wholesalers, as the name implies, provide 
limited services to their customers. Among the more important types 
are: (1) cash and carry who handle a limited line and do not extend 
credit or make deliveries; (2) wagon jobbers who generally carry 
limited assortments of fast-moving items, frequently of a perishable 
nature and typically sold on a cash basis by a salesman operating from 
a truck; and (3) drop shippers who handle bulky items such as lumber 
and coal purchased in carload lots, do not store products, solicit or- 
ders or take title and have goods shipped directly from producer to 


3 


customer. It should be noted that the preceding classifications are 


3George R. Terry, Marketing, Selected Case Problems, (New 
WORK PCeiL Cogha ld al 950). moO 
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broad in nature and are intended only to suggest major py peeta 
The Regular Wholesaler 

According to one author, "The most important single type of 
wholesaling institution in the marketing structure in the United States 
is the wholesale merchant, who is oftentimes known as the regular 
wholesaler, service wholesaler, full-function wholesaler, or merely 
the wiolesaleron More will be said concerning the regular wholesaler's 
functions in the next chapter. 

There are, then, many alternatives open to the manufacturer 
in distributing his products. PHC products manufacturers use, or have 
used, all of the channels described. 

Me thodology 

In order to determine future patterns of distribution, the 
writer has used two main sources of information. First, the available 
literature has been studied and useful material drawn from it. 

Secondly, primary data have been gathered from knowledgeable 
persons in the industry. A short letter requesting certain information 
was sent to ten wholesalers in Ontario, Quebec and the Maritimes and to 
four in Western Canada. There are a number of reasons why such a small 


sample was used, and why a longer questionnaire was not used. 


4Por more information see: T.N. Beckman, N.H. Engle and 
R. D. Buzzell, Wholesaling, (New York: The Ronald Press Company, 1959), 
oh tees 
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1) The writer has had some experience in the industry in a 
family-owned firm. Wholesalers in Western Canada would not feel happy 
about answering questions posed by their immediate competition. There- 
fore, only three knowledgeable persons in the Company with which the 
writer is associated were consulted. The writer acknowledges the 
possible bias this could introduce into the analysis. 

2) East of Winnipeg, ten to twelve persons were the maxi- 
mum number which could be expected to reply. These people were chosen 
carefully as to their participation in the industry trade association 
(The Canadian Institute of Plumbing and Heating), which is currently 
considering the same problem as is this writer. There was no use send- 
ing a letter to persons who had not thought much about the problem be- 
forehand. 

3) From talking to various members of the industry, the 
writer determined that most persons did not appreciate answering for- 
mal questionnaires, but would prefer a short series of broad questions. 
The industry, being made up of only two hundred and fifty wholesalers, 
would require a large percentage return of those sampled. This would 
not be possible. 

Possible biases could have been introduced because of the 
methodology. However, there was simply no other way to collect the 
necessary data, short of interviewing the persons themselves. The cost 
of this would be prohibitive. Possible biases include intentional mis- 
leading data because of the competitive aspect of the writer's company 


in the PHC industry. 


_ 


; 7 
f | ia ee 


of.. * 7 


s mt yrtewba) ols nt 


sors: 


i =; 






















- 


taqx9 omoe bad asd tedbyw ant 


a aa : 7 7 
= > P cee ale Ly ane r 7 5 g fied 
; yqqerl fast jon bitow sbaos) nrstes¥ ot ateleaofodW «mit  bemwoous a 
, : * 
t ie 7 mm 
«sredT .molaiisqmon sasbbommt ahedt yd baeoq snoisasup gairowede 3u6 oS 
1 - j a ~ 
z r a = a 
eda dotdw dz qnod oft mi enoersg sldsaabolwons ssid yine oot 
7 ? 
: > 
sid aergbolwomiss asttaw sdT .batluanos sizsw heaisrooges ef ws3izw 
ay ovat souborgol biuon etia estd eldlesag _ 
K _ 
ee - 
-~i XSi Sf } roeredq lewd oF 157 3 qir tw +0 an8 ($s af 
u - 
my ; z 4 an 
noSrono igo30 329fli qs 3. Dbe2°290qzxo ad blues toltiw tedmun fmm 
‘ , ~ S ee es 
ol a0 ie ‘J Vises bet ys be at OLat q Gq I af 05 6s ti 
t 9 q 7+ H f dence | ' 4rian ca tbsaed 9 J 
¥J3 i> ei Mote 32£0H DAG ganic sjutrsani osthsaad ame) 
oe. 7 
; * + ‘ , . J . 4 3 = 
-b 4 Woon ont wa itw eid e@f 2&6 .masiaorq omsa arty antysbianop 
-sd msido doum Jdquott ton bad odw eancersq oF tegsei # 
: . brads 
43 Ite 43 imom euolisvy o3 gattiss mord (€ 
<301 30 im: ax jon bib anoaxsq Jom tsdd beataisieb’ z29 
-enottesup broad trons istorq bluow dud .astisanoldasup 
,2eteals or 4353 bone boxbaud oc vine to qu sbsmgnisd .yadeubet 
Bbluow atalT bala 20nd to nivist sgeinsoieq sgi6! b&b saivpss 


-pHS Yo seusodd bosu be 
7 






wy 
sf4 toalion o3 vow ts 
aa “4s » 


S 






ng 


3 Py stein 
- 












: : = ; 
tnt need svad biuoo eeantd sidtaeog 


Aa 
Ley faamad anoersg fl) aniwatvaera Es Geageciaa + 299% 


eoeukel $ Id baad . SV 







~ 7 : 
.sidbeaog od gon 


- — 


a, 


djo on vigmie aaw —e- en ovsuol “aol obo 






ae oc um Me 


a4) 


Letters were also sent to four manufacturers, two of which 
have manufacturer-owned wholesale branches. A comparison of responses 
on the subject of the future of the independent would provide some in- 
sight into the problem. 

Finally, some information was drawn from short informal in- 
terviews with knowledgeable persons in the writer's company, and from 
the writer's own personal experience. 

A description of the functions of the regular wholesaler fol- 
lows in Chapter III. The plumbing and heating wholesaler is discussed 
with reference to his functional activities dealing with the manufac- 
turer, the retailer, and the consumer. As well, from time to time, 
the writer has drawn comparisons with other industries in Canada and 
in the United States. 

Chapter IV contains a discussion of vertical market systems 
and their current state of development in industry generally. A des- 
cription of the present state of the PHC industry in Canada is inclu- 
ded. I have included at this point in the thesis a brief discussion of 
terms used in Chapter V; thus, the discussion includes a mention of the 
conglomerate, the Trade Association, the art of prefabrication, and 
the "Bath Shop" concept. 

Chapter V contains a summary of questions asked and a con- 
densation of the replies to them. An analysis of the responses to each 
question is included. 

The conclusions of the writer and suggestions for further re- 


search conclude the thesis in Chapter VI. 




























2g 7 ° 
dordy to ows ,2Tesut5niunsa wok of Jnse ova otew srssted 


‘geenoqaet to nagakseqmos A .agdsnead sleeslonw behwo-ve1u9 54 Iumant 
<i omoe sbivoxg blow tnobnaqsbot sAt Io smd) silt to Asetdue ota ie ; 

-mafdorq Sid ond aig be X ; 

-ni “lensotot 4xod2a mos2 aweth esw oolismrotal om Oz xvifantd =? ) 

mort bac .yneqmoo 2'tettrw adi nt enoersq sidpegbsiwoml Wytw ewe ivred 

.yoostteq¢xs Ienoeteq nwo e*3ed baw sae 

-fot tefwaglorw tslvaey od¢ 20 enolaonut 9d3 Io noksqixsesb Ss vs 

beasuoetbh at toleeslorw anitesd bas gntdmolq ad? TIT 29dqem0 mh ae 

-setunsm 3d3 djiw entiseb asttividos Isaotisaur eh of sone1sts1 Avie 

,omta oF Smit mor ,Ifow 2A .xemuenoo ond bos ,aelintsy sit _— | ; 

bre sbsnsd nt eelysaubot t9dto ditw enoakisqaos awerb ead Taiaew ad 

.2sisi2 bei tall od ae a 

ametaye toltem Isvttiev to noieavsatbh s enisiaoo VI Teaqed3 j 
-eob A .ylfsvensg yiseubnt at 306mqolayeb do siete Inetsus Gisds eee 

~ulott 61 sbaced of yxteuvbalt O99 odd Yo sista theestq SA2 fo aotsqias | 7 

t6 nofeeusetb tetzad s& etesAs ala at satoq atd3 ts bebylonk sve T Oem + 

eft io notinsm s 2sbulont nofeavoa2kb odd ,eudd ¢V¥ aStqsd) al beau eee : 


brts (ori sotrdsterq to -t46 94 ,cobtetooasA sbsiT off , sisitegelgnas a! 


siqsones "qode see” 
seine 6 bas betes antolizeup to ytomne 6 attesaes V ratqedd 
, : 







et 


Orion < 
bl 7 owe ¥ a 


# a a) Peaks oqust da to 5 ut vee oa nA med: 2 ois TS oO : : 

ad es } * Fes te 20) eee cates 

: — ae. 7 - ae 6 ower Varo 
ao) i) = “. ‘y 










CHAPTER III 


A FUNCTIONAL ANALYSIS 


As mentioned in Chapter I, one of the purposes of this thesis 
is to be of some use to the PHC industry. As the regular wholesaler 
operates between two parties - the manufacturer and the retailer - I 
will analyze in some detail the functions of the PHC wholesaler and his 
importance to each group. 

While each wholesaler traditionally performed all of the 
functions summarized below, there has been a shifting of either part or 
all of some functions to the manufacturing or retailing levels. This 
will be further discussed in Chapter VI. 

The functions are discussed in order of importance to the PHC 
wholesaler. 

The points to be discussed below may be summarized as fol- 
lows: 


TD) What the regular wholesaler does for his customers: 


a) assembles goods for them from many sources of sup- 
ply; 
b) maintains a reservoir of goods from which they can 


draw on short notice; 
c) extends credit; 


d) guarantees goods and adjusts complaints; 


lReckman, TON Nie bne le ands. De buzzellye Wholesaling. 
(New York: The Ronald Press Company, 1959), p. 127. 
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2) What 


b) 


a ay, 
renders advice and assistance of various kinds; 
makes possible a faster inventory turnover; 
makes deliveries; 
buys for them in economical quantities; 
anticipates their requirements; 
the regular wholesaler does for his suppliers: 
provides storage facilities and ready stocks near 
points of demand; 
establishes and maintains connections with custo- 
mers to whom he sells their goods; 
cultivates his territory; 
aids in stabilizing production; 


plans distribution in his territory; 


Assumed framework for analysis 


Beckman, et al. outlines several assumptions that must be 


kept in mind as these functions are discussed: 


First, for the retailer, it is assumed that most retailers 
operate on a small scale; that most stores must handle an assort- 
ment of merchandise from many manufacturers; and that mgs t retail- 
ers have limited financial resources at their disposal. 


Characterizing the plumber and the mechanical contractor as 


retailers in the PHC industry, the above assumptions would certainly 


apply. Even the largest mechanical contractors are small in accepted 


terms for judging business size. Furthermore, the retailer does not 


maintain much of an 


requires it. 


2tbid., p. 


inventory himself but purchases material as he 
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An exception to this is the large retailer, such as the de- 
partment store, who typically buys direct and operates on a huge scale. 
Second, for the manufacturer, it is assumed that most 
plants operate on a small scale; that in most cases only a 
narrow line of products is manufactured; that financial re- 
sources must be devoted primarily to manufacturing; and that 
the products must be widely distributed through many retail 
outlets.3 
In the PHC industry in Canada, there are two large, integrated 
plumbing supply companies, Crane (Canada) Ltd. and Emco Limited. Both 
maintain extensive manufacturing and wholesale outlets, but because of 
the necessity of wide market coverage, both use independent wholesal- 
4 
ers. Crane, for example, began in 1855 developing a formidable branch 
house system. By the end of World War I, the company had fifty-five 


branches, and by 1930, two hundred and ten branches .> 


However, according to the recent experience of Crane Ltd., 
the largest manufacturer and distributor of plumbing and piping pro- 
ducts in North America, the independent wholesaler is far from finished. 
T. M. Evans, Chairman of the Board at Crane, notes that ''During the 
early 1900's with its slow travel and lack of independent wholesalers 
to effectively cover the country, company-owned branches seemed logi- 
cal. That certainly isn't true today. A well-structured, independent 
wholesaler organization can sell every neighborhood and hamlet in the 


aahint eee LS 


3tbid., p. 128. 


4.0w Crane Found the Key to Profitable Distribution," Sales 
Management, 84, (March 18, 1960), p. 124. 
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SIbid., p. 126. 
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bie] 
His feeling is that the local man knows his market--knows 
how to get the business there, and knows the best financing channels. 
Furthermore, Crane feels that its primary business is manufacturing and 


not distribution. 
There is, of course, a problem in finding the proper whole- 
salers. The company feels that " . ..a strong independent can do a 


better job of profitably distributing Crane products in one area, while 


a company-owned branch might do a better job in another e™ 


Finally, it must be assumed that the wholesaler operates 
with a reasonable degree of efficiency. The validity of this 
assumption rests on the active competition of wholesalers 
with other channels of distribution. 


How the Regular Wholesaler Services his Customers 
1) Assembles Goods 


The marketing process ". . . begins with conglomerate 


resources in the natural state and ends with meaningful assortments in 
the hands of onsen ee @ 
"In the perfectly heterogeneous market, each small seg- 
ment of demand can be satisfied by just one unique segment 
of supply. The function of the market is to match these dif- 
ferent segments of demand with the corresponding segments of 


supply. The market is cleared when the ras is completed 
and each segment of demand has been satisfied." 


derpratmecran 176) 


o etdeesuns Wroe, Dynamic Marketing Behaviour, (Homewood, 
Eilinois eR iehand bee Dewin, wlnc..!, ©1965) “p. (26% 
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nee yeh! 
This is, of course, overly simplified. Rarely, if ever, are 


markets in the real world totally cleared. 


While the PHC wholesaler may perform all or some of the func- 


tions described in this chapter, the basic function he performs is that 
of sorting. 


" , . . sorting is the decision aspect of marketing whether 


seen from the standpoint of the supplier or the consumer. The supplier 
assigns items to classes which are to be treated in different ways 
thereafter. The consumer selects an item into her assortment in rela- 


: , 10 
tion to what the assortment already contains." 


"The assignment or selection which constitutes the act 
of sorting is always made with reference to some collection, 
or set, of goods. The farmer starts with a mixed lot of 
produce and sorts out the saleable from the unsaleable items. 
The central market assembles, or accumulates, goods of like 
grade and quality for convenience in distribution. The next 
step of distribution or dispersal to the ultimate market in- 
volves |allocation of goods ... Finally, there is the char- 
acteristic action of the buyer of putting unlike things to- 
gether to form an assortment. The name for this aspect of 
sorting is assorting."1! 


The following table shows the relationship among the 


four aspects of sorting: 12 
Breaking Down Building Up 
Heterogeneous Collections Sorting Out Assorting 
Homogeneous Collections Allocating Accumulation 


10tbid., p. 34. 
llinid., p. 34. 


l2tbid., p. 5. 
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Silt 

In the PHC business, the wholesaler breaks down a heterogen- 
eous collection into more homogeneous groups. He also breaks down a 
homogeneous supply into smaller lots. 

The collection which is the result is a building up process. 
In the act of assorting, the wholesaler builds up a heterogeneous col- 
lection or assortment. For example, simple installation of a basin re- 
quires’ the *basin®itself > water supply; fittings; taps, solder, flux, 
etc., all from different manufacturers. 

In the act of accumulation, the sorter builds up a homogeneous 
collection, or aggregated supply. (For example, pipe in various lengths 
and diameters). 

Of principal importance to the above discussion is the con- 
cept of searching. 

"Searching is a form of pre-sorting which can be carried out 
without the necessity of performing a physical eee: 

Searching locates items which belong in specific classifica- 
tions. The wholesaler locates a number of manufacturers who supply a 
given product. From comparisons of price, quality, or any other perti- 
nent factors, a decision is made on whether or not to handle the pro- 
duct (i,e., the sortingseprocess). 

While the PHC wholesaler searches for goods available from 
his suppliers, he also searches for customers to buy his goods. ‘''The 
double search is fundamental to the whole process. The supplier deve- 
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lops more elaborate search methods than would be possible for the indi- 
vidual cone unena es 

The large retailer can still be a thorn in the side of the 
wholesaler, however. Search methods of large retailers can be skillful 
and thorough. 

This function is without question extremely important to the 
PHC wholesaler, as will be discussed in Chapter VI. 

The manager of an Edmonton PHC wholesale supply house esti- 
mated total suppliers in Canada of plumbing, heating and related pro- 
ducts at two thousand. His branch regularly maintained five to six 
hundred active charge accounts. 

Furthermore, manufacturing is concentrated in Eastern Canada 
and the United States. Unless the retailer wishes to perform the func- 
tions of assembling and stocking merchandise, direct purchase by retail- 
ers is clearly impractical. 

"Direct buying would necessitate the establishment of direct 
contact with thousands of manufacturers in order to select several hun- 
dred of them as regular sources of supply doe 

2) Maintains a Reservoir of Goods 

The storage function is a very important function the 
PHC wholesaler performs. Firstly, he maintains a complete assortment 
and volume of both regular and emergency goods that can be tapped by 


or et 


tO eckman, @trala,ep. 134. 
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Saige ys) 
his customers on short notice. Reserve stock enables his customers to 
keep their inventory investment to a minimum. Not only do they avoid 
expensive storage facilities, but the risk of the retailer being stuck 
with obsolete or overpriced stock is virtually nil. 

"Because of the scale of his operations, the wholesaler can 
Operate economically a warehouse which is flexible, not only from the 
standpoint of changing seasonal requirements, but alsowith regard to 
the special requirements involved in the storage of certain kinds of 
eeedamuin’ 

Some observers have felt that, with proper timing, bulky 
items such as furnaces and bathroom fixtures could be purchased direct- 
ly by the contractor. This is, however, very difficult. While the 
contractor can often determine approximately when he will need certain 
products, rarely does he employ personnel in sufficient numbers to in- 
stall everything quickly. Hence, there is always some form of handling 
and storage necessary. On-site theft and damage can be tremendous even 
over a short period of time. Furthermore, the products usually are 
delivered by the wholesaler to the job. Again, because he is a special- 
ist in his field, the wholesaler can generally do it cheaper than could 
the contractor or manufacturer. 

3) Extends Credit 

Extension of credit furnishes a much-needed form of 
financial assistance to his customers. Very few PHC wholesalers oper- 


ate strictly on a cash and carry basis. 
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. 34 

The credit function can be costly, however, and bad debts to 
a company making one to two percent on sales can be disastrous. 

In the absence of the wholesaler, there is no doubt that 
some credit would be extended to plumbing contractors by the manufac- 
turer. However, a large number of plumbing contractors would be re- 
fused credit, partly because of low volume of purchases, and because of 
the distance separating buyer and seller. Securing necessary credit 
information, keeping in touch with local situations, and collecting 
accounts over a long distance would be extremely difficult, if not 
impossible. The wholesaler's proximity to the trade makes it possible 
for him to perform the credit function with a minimum of expense and 
effort. Rather than establishing his credit with several hundred manu- 
facturers, the plumbing contractor need only establish it with a few 
suppliers in his area. 

4) Guarantees the Goods and Adjusts Complaints 

The wholesaler will usually guarantee the quality of the 
merchandise he sells. "The retailer depends upon the wholesaler's abi- 
lity to measure the quality of the goods and to investigate the guaran- 
tee made by the ace ener oe 

This service is very important where the merchandise is of a 
technical or mechanical nature. The wholesaler becomes quite familiar 
with the problems of the plumbing contractor and knows the best way to 


handle them. The PHC wholesaler will "collect" damaged or defective 
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ieee 
goods for claim to either the manufacturer or common carrier. As well, 
he will explain the terms of guarantees to the retailer or to the re- 
tailer's customer, if need be. 
5)) Advice and Assistance to Customers 
In the PHC industry, the success of the wholesaler of- 
ten depends directly on the success of his customers. Hence, often 
the wholesaler will devote a great deal of time and intelligence to 
building up the retailer. 
For example, the PHC wholesaler concentrates his extra ser- 
vices on quotations, engineering advice and job scheduling. 
Manufacturers also develop many merchandising, installation 
and service techniques for their products and use the wholesaler as a 
communications link in passing them on. 
6) Makes Possible a Faster Retail Stock Turnover 
"The speedy delivery of a large assortment of carefully 
selected and reasonably-priced merchandise by the wholesaler makes pos- 
sible a more rapid rate of stock turnover for the ates ae" Most 
plumbers can therefore operate with a minimum of stock, and they can 
immediately obtain any item needed from the wholesaler. There are 
usually six or seven major supply houses to choose from, and each car- 
ries certain "specialty" lines. Hence, there are very few products a 
plumber cannot obtain on short notice from someone. Furthermore, the 
wholesaler is willing to order any merchandise not stocked and has the 


knowledge of where to obtain these goods. 


18thid., p. 136. 
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7) Delivers Goods Promptly 
A plumbing retailer can get his orders filled and de- 
livered by most wholesalers on the same day they are received. If he 
is any distance away, say at a country point, the goods are normally 
shipped the same day. 
"Prompt delivery service rendered by wholesalers is respons- 
ible to no small degree for their success Ming 
Interestingly, the PHC wholesalers in the cities of ete 
and Vancouver do not perform the delivery function as completely as do 
other major centers in Western Canada. Wholesalers in Winnipeg, Saska- 
toon, Edmonton and Calgary deliver most goods requested by their custo- 
mers. While observers have suggested reasons of geographic size and 
complexity of the area as determinants of whether or not to perform 
this function, this writer feels that a more realistic reason is the 
local competitive situation. As long as customers are satisfied with 
picking up orders, there is really no reason to add an additional and 
costly service function. 
8) Large Scale Purchasing 
This is a function of the wholesaler closely related to 
assembling. ''Large scale buying enables the wholesaler to effect eco- 
nomies which the forces of competition compel him to pass on to the 
retailer. . . in the form of reasonable prices, considering the ser- 


; 20 
vices rendered." 


19tbid., p. 135. 


201bid., p. 133. 
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Characteristically, in the PHC industry, few products are 
bought ein huge quantities (i.e., carloads). Those that are all have the 
common characteristics of being low mark-up, high turnover, bulky goods. 
A wholesaler with a number of branches naturally has a competitive ad- 
vantage over one who is limited to one or two branches. Purchase price 
economies often take the form of "rebates" at year-end. Very often 
the manufacturer will establish a minimum order quantity for a given 
period of time, and grant rebates on an increasing scale after this 
quantity is surpassed. Freight economies are realized as well, in that 
carload rates may be substantially below LCL rates in cost per unit. 
9) Anticipates their Requirements 
"One of the first functions of the wholesaler is to anti- 


cipate his customers' requirements and be ready at all times to fill 


their needs."2! In essence, this is simply having the right merchandise 


at the right time, at the right price and in the right amounts. 

Anticipating requirements is a continuing process, the whole- 
saler theoretically at least providing the communications link between 
retailer and manufacturer. 

Some wholesalers have expressed great concern about the in- 
roads that chainstores, lumber yards and other outsiders were making 
into the plumbing and heating Wepeksg 7 Their success has been attri- 
buted to the weight and skill of their merchandising in all of its 

Serial, Sp lech 


22 \iMenona Wa," s Merchandising Concepts," Supply House Times 
VII, December 1964, p. 77. 
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Persie) 
ramifications: display, advertising, location, store traffic, payment 
plans, Bee 

Because the plumber would rather have his merchandising done 
for him, some PHC wholesalers have developed expensive and tasteful 
showrooms in an effort to stimulate consumer demand. 

Many variations in this type of merchandising are being uti- 
lized. Exonomy Supply of Wisconsin, for example, has a unique idea in 
the industry. No one may enter their showroom unless accompanied by 5 
master plumber. And no master plumber can get in unless he buys a key 
tome 150. Min *fhact it: isvcalleduthe: ESCO Key: Club Sheen 

Shirley-Onstad Company, located in Fargo, North Dakota, han- 


dles in their "living center", draperies, carpeting, objects d'art, 
fireplace equipment, boutique items, lighting fixtures and a modern art 
gallery.” The success of this operation is demonstrated by the fact 
that since the "living center" has been open (July 1967) between 25 and 
30 people a day visit it, and the company reports fully 90 percent are 
buyers. Fargow NADY) ds <arsmall) city of 50,000 tpersons. 
Unfortunately, some Canadian wholesalers have been reluctant 
to adapt to these new developments. There are practically no showrooms 


in Eastern Canada at all, and very few in the West. 


a anadeas mes. 


OMe sternite Launches New Showroom Concept", Supply House Times 
VI, January 1964, p. 28. 


ion Ernst, Jr., "Shirley-Onstad's New Living Center", 


Supply House Times, X, February 1968, p. 38. 
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To fill this gap in the East, there has evolved in the past 
few years "the bath shop concept", where individuals may purchase 
practically any item befitting the bathroom at retail prices and have 
it installed should this be necessary. More will be mentioned concern- 
ing this phenomenon in Chapters IV, V, and VI. 

Closer to home, the Canadian Institute of Plumbing and Heat- 
ing launched in 1963 the very successful Award Home taaema wih s 
program is designed to increase and upgrade sales of plumbing and Weare 
ing equipment by influencing the real source of these sales--the public 
and the builders that provide homes for them. It is an entirely Cana- 
dian campaign keyed to this country's special apoblenep tea 

"The need for such an effort has been increasingly evident in 
the past few years . .. wholesaler profit margins have dropped sub- 
stantially in many parts of the country. If allowed to continue un- 
checked, this situation would lead to all-out price wars, wholesaler 


‘ ites 28 
bankruptcies, and eventually to a manufacturer crisis as well." 


Some plumbing contractors feel that the entrance of whole- 
salers and manufacturers into the retail market has harmed them. How- 
ever, as will be further discussed in Chapter IV, retailing operations 
typically use licensed plumbers to install the product. Furthermore, 
because the retail shop is a merchandiser, sales are often upgraded 
thereby benefitting all parties concerned, including the consumer. 

*7Tbid., p. 34. 


Ba ta p. 34. 
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How the Regular Wholesaler Services his Suppliers 


1) Provides Storage for the Manufacturer 
While the writer has discussed the advantages of the 
wholesaler providing storage for the retailer, he also renders a valu- 
able service to the manufacturer; namely, that of enabling the manufac- 
turer to transfer the storage function to the wholesaler. The whole- 
saler can generally utilize a given amount of storage space, labour 
and equipment to greater advantage than can the manufacturer. Of 
course, any manufacturer with ample financial resources can establish 
his own warehouses when and where he chooses. 
2) Establishes and Maintains Connections with Customers 
and Sells to Them 
An established wholesaler provides the manufacturer with 
a clientele of relatively permanent customers. He does this through his 
own sales force. The typical PHC wholesaler of the 1940's and early 
1950's did not put much emphasis on the sales function. This was due 
to market conditions at the time. "In the residential plumbing market 


. . . the contractor has more technical knowledge than the salesman."2? 


However, as the market in Western Canada developed, the principal custo- 
mer of the PHC wholesaler changed from the "plumber" to the ''contractor' 
This person was concerned more with the mechanics of big buildings, 
apartments, schools and office buildings. New products began to enter 


the market in greater quantities than ever before. The sales function 


29unger, "Cash _ and Carry", p. 64. 
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began to take on more and more importance. Increased competition 
forced the use of a better-trained sales force. As wholesalers became 
more interested in the large contractor market, price cutting became 
the rule rather than the exception. Quicker communications became 
necessary between the wholesaler and customer. 

At the present time, most observers feel one of the central 
problems the PHC wholesaler must solve in the very near future is deve- 
lopment of a stronger sales force. '"'Order-takers,'' as one spokesman 
called his sales force, are no longer sufficient. 

Very often specialist help comes from the manufacturer's 
agent. As mentioned, in designing commercial hot water heating sys- 
tems, the manufacturer's agent will design and quote the whole system. 
The wholesaler than adds his markup to the quote, and submits it for 
bid. If he gets the job, he then performs the regular functions of 
storage, assembly, credit, etc. 

Some PHC wholesalers do not feel this method is adequate. In 
Edmonton, one wholesaler this writer interviewed mentioned many jobs 
he had lost because the manufacturer's agent just couldn't handle all 
the work. Hence, this wholesaler is now in the process of developing 
an in-house specialist in this area. 

Because of the wholesaler's general reluctance in the past to 
sell intensively, the manufacturer often makes use of his agent as a 
missionary salesman. That is to say, certain retail customers are 
cultivated directly by this person. Some by-passing of the PHC whole- 


smer-occurs at this point. 
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3) Cultivates the Field Intensively 
Because of the geographic dispersion of the plumbing 

retailer, it is physically impossible for the manufacturer's salesman 
to cover him adequately. In country sales alone, the PHC wholesaler 
may do 25 to 35 percent.of higutotal business, melemis sbyi thar cimecthe 
best position to judge the optimum frequency of calls to these points. 
The city trade is widely dispersed also, and may include thousands of 
outlets. 

"As long as great distances separate manufacturers and re- 
tailers, as long as many manufacturers are relatively small-scale 
operators and produce a limited line of merchandise, as long as many 
retailers are located in small communities and in otherwise inaccessible 
places, and as long as large numbers of retailers operate on a small 
scale and buy in very small quantities, so long will wholesalers be an 
indispensable medium for translating concentrated production into wide- 
ly diffused retail distributionsl © 

4) Aids in Stabilizing Production 

I will not dwell on this function as I think the advan- 
tages of stable production schedules are obvious. Suffice it to say 
that the PHC wholesaler can generally communicate to the manufacturer 
his needs for the year, the times he will need the product, and the 
quantities. 

Further, '.. . in critical times, the manufacturer who 


sells through wholesalers does not feel the curtailment as sharply as 


30peckman, etral., p.« 145. 
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if he sold directly to retailers. In other words, the wholesaler acts 
as a shock-absorber, and the producer has additional time to make ad- 


fietmentael a 


5) Plans Distribution in his Territory 
According to Beckman, accurate market analysis could be 
a problem were it not for the aiel eaciseg While this statement is 
true to some extent, most PHC wholesalers are not too concerned with 
comprehensive market analysis. However, in the field of sales fore- 
casting he must plan ahead, and can and does communicate this informa- 
tion to the manufacturer. 

Furthermore, in an informal way he receives the bulk of com- 
plaints should a product not be performing up to expectations. PHC 
wholesalers pass on this information rapidly to the manufacturer in 
most instances. 

The wholesaler theoretically attempts to channel the proper 
merchandise to the proper locale for the manufacturer. "Unfortunately, 
the typical wholesaler, although in a position to appraise the market 
scientifically and accurately, has not taken full advantage of his 
opportunities. His neglect of modern techniques of marketing research 
has been one of the contributing causes of his unpopularity with manu- 


facturers.''> 


> sassicl p. 146. 
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Sits p. 142. 
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It has been suggested by industry observers that if a manu- 
facturer does own his own wholesale outlet, he must be able to operate 
this outlet profitably. That is to say, the wholesale outlet must pro- 
vide an adequate return on investment. 

AGTthis "pointy; ites pertinentetomote the concept of iverti- 
cal marketing systems does not fit well into the Theory of the Firm. 
Costs are allocated differently in an integrated company, and for tax 
or any number of other reasons, it may be advantageous to show iorte 
or no profit from one sector of the firm. 

Therefore, it may be erroneous to assume that manufacturers 
who own their own wholesale outlets must operate this outlet on a 


profitable basis. 
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CHAPTER IV 


EMERGING PATTERNS OF DISTRIBUTION 


The PHC Industry in Canada 


Within the confines of this thesis, it is difficult to give 
more than an impressionistic picture of a major industry in a big coun- 
try. Therefore, the writer hopes the reader will be tolerant of any 
shortcomings in this account. 

From a marketing standpoint, Canada divides into five basic 
regions, each with its own distinct characteristics and considerable 
differences - British Columbia, The Prairie Provinces, Ontario, Quebec 
and the Maritime Provinces. 

The writer has included in the appendix a summary of national 
averages of expenses and profits as percentages of net sales for 1966 
and 1967. Also included in the appendix are similar figures for the 
Maritime Provinces, Quebec, Ontario, the Prairie Provinces and British 
Columbia. 

Generally, the financial health of the wholesaler in the PHC 
industry is deteriorating. However, in order to discuss his health, 
we need a vantage point from which to look objectively. 

Relatively speaking, the plumbing and heating industry in 
Canada very closely parallels that of the United States. Business en- 
vironments are quite similar in the two countries, with corporate in- 
come taxes between 50 and 53 percent, and the Central Mortgage and 
Housing Corporation being much like the United States' Federal Housing 


Authority. 
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The wholesaler sells the same products, often under the same 
brand names as in the United States. He performs the same services and 
has the same problems of excess competition and declining profitability. 

In Chicago, there is an organization called the Manufacturers 
Clearing House of Illinois, sponsored by manufacturers, which for pur- 
poses Of brevity will” be referred to’ ‘as’ MCH in’ this® thesis.” Tt i's 
their sole business purpose to keep widely informed on the financial 
health of more than 4,600 plumbing and heating wholesalers in all 50 
states," 

The information the MCH uses comes from two sources: the 
wholesalers themselves, who provide basic facts about their corporation 
plus recent financial statements; and the manufacturers, who provide 
the wholesalers' paying records. 

While the following information was obtained from the Ameri- 
can PHC industry, industry observers” feel it is generally applicable 
to the Canadian scene as well. 

The following information was obtained from an article in the 
Supply House Times which presented a tape-recorded interview with 
William Nagel, President of the MCH. 

The first question concerned the "state of the Union" or 
rather the general health of the PHC wholesalers, as they headed into 


1964. 


lRobert Taylor, ''Financial Health of the PHC Wholesaler", 
Supply House Times, VI, February 1964, p. 45. 


2Tbid., p. 46. 
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There are generally two extremes to this question. At one 
end of the continuum we find the view of continuous profit shrinkage. 
Wholesalers maintain it is becoming more and more difficult to make a 
"decent profit". Conversely, some wholesalers--but more usually con- 
tractors and suppliers--say that wholesalers are "crying poor, but 
living rich". This viewpoint maintains that complaining is part of the 
wholesaler's nature; that he does it to throw those who would tamper 
with his profits off the track. 

In reply to this question, Nagel said: 

Statistics show that 1963 continued a trend which began 
immediately after World War II--the diminishing of the whole- 
salers' ability to pay their bills on time. This has been 
at the rate of 0.6 percent per year. In January 1946, 98.42 
percent of all manufacturers' invoices to wholesalers were 
being paid within the terms of sale. In January of 1964, 
87.5 percent were being paid within the terms. 

As you look at these figures, you see a steady constric- 
tion of the wholesaler's ability to pay his bills, which is 
a relatively accurate gauge of his financial health. 

General terms in the industry in Canada at present are 30 days, 
which may or may not include a discount for prompt payment. In sub- 
stantiating Nagel's claim, interviews revealed that where discounts are 
offered (generally 2 to 3 percent) for prompt payment, they are taken 
advantage of. Thirty day invoices are generally paid when due to allow 
the company to maintain a good credit rating. However, the wholesalers 
interviewed revealed that there is a trend well established in the in- 


dustry to "dating". That is to say, special arrangements are made with 


the supplier to pay for purchases in 60, 90, or 120 days from date 


> Taylor, Financial Health, p. 46. 
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20 48 
invoiced. In return for these privileges,the wholesaler agrees to buy 
a specific amount of goods. 

When a business operates at levels of 1 to 2 percent profit 
on sales or less, and characteristically turns over a tremendous amount 
of material in a year, terms involving payables become critical indeed. 
For example, one industry leader commented that various large manufac- 
turers had decided to forego 2 percent discounts for prompt payment. 
One does not have to be a mathematical wizard to determine the devasta- 
ting effect this could have on the individual wholesaler. Manufactur- 
ers, have however, apparently been persuaded not to pursue this line of 
thinking for the present. Most persons interviewed seemed to feel that 
pricing adjustments would have to be made if manufacturers plan to in- 
troduce this policy in the future. 

In analyzing the financial condition of the industry, we must 
look at other considerations over and above payments to creditors. For 
example, poor location due to lack of market analysis, or due to mar- 
ket shifting can hurt not only the business concerned but the industry 
as a whole. Consider, for example, the cities of Edmonton and Winnipeg. 
One plumbing and heating wholesaler is currently adding space to his 
warehouse in Edmonton because of the huge demand built up in the last 
two years. This is an addition to a building not yet three years old. 
Previous to this, the company was located just north of downtown Edmon- 
ton in an old building which was too small at that time for existing 
business. For one reason or another, future market conditions were 


not forecasted accurately and hence, "extra" building costs over and 
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above "normal" were incurred. 

Conversely, in Winnipeg, plans are underway to build a new 
but smaller warehouse than presently exists, because management feels 
there is not much room for expansion in that area. 

As Nagel says: 

There is nothing wrong with rapid expansion per se. At 
the right time, and in the right place, it’ is safe and 
sound, even with a minimum of capital. The real trouble 
lies in expansion which is ill thought out and poorly exe- 
cuted. Then it is not the fact of expansion, but rather the 
method that is to blame. 

Other problems include misuse of capital, such as building 
expensive offices when cheaper ones could be purchased or rented; and 
"piling all your eggs in one basket". For example, many wholesalers 
allow themselves to become enamoured with one or two large accounts. 
It is not at all unusual in the PHC industry for large contractors to 
fail, taking a myriad of businesses with them. 

Another problem prevalent in this industry concerns owner- 
ship. Many wholesalers are independently owned and operated. Indus- 
try spokesmen feel that this is a detriment to the campany itself be- 
cause, they feel, it is more difficult to attract outside funds than 
it would be in a publicly-owned company. This problem is further com- 
plicated when we realize that in many "family-owned" companies, the 
money is just not there to buy out retiring or deceased shareholders. 


If what surplus that is available is used for this purpose, it leaves 


little to "plow" back into the company for expansion, be it in terms 


S Taviete Financial Healtne oO. 92). 
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of inventory, fixed assets, or wages. 
Many of the problems outlined previously are not unique to 
the wholesaling business, nor to the PHC business. However, all play 
an important role in survival for the industry and suggest basic poli- 


cies a business must adopt in order to survive. 


The Canadian Institute of Plumbing and Heating 


a 


As mentioned, all industries have certain problems wi thin. 
While many problems seem to remain unsolved, there is often in each 
industry an organization whose prime purpose is to analyze and suggest 
solutions to member firms. This is commonly known as the Trade Asso- 
ciation, and in the PHC industry is called The Canadian Institute of 
Plumbing and Heating (hereafter referred to as the CIPH). 

The CIPH was founded in 1933. Besides serving as a link be- 
tween manufacturer and wholesaler, it is also an effective line of com- 
munication with the Federal Government. It is extremely important 
that communication leads to mutual understanding and solution of govern- 
ment and industry problems. 

Promotions affecting one or more segments of its membership 
are another important function of the CIPH. In addition to the Award 
Home Program mentioned in Chapter III, the CIPH has established the 
Sales Development Council or SDC, whose purpose is to foster good 
salesmanship in the industry. 

"Almost missionary in its concept, SDC first 'trains the 
trainers' (representatives of member firms). These men are then sent 


back to their home locations to pass on the basic principles and tech- 
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Ae 
niques of effective salesmanship to others at the wholesale and retail 
levels in their local industry community." 

CIPH has also organized the Business Management Institute 
(BMI), a course which provides intensive training in management con- 
trol practices. This course is offered each year at the University of 
Western Ontario and is conducted by Professors W. G. McDougall, J. B. 
Washington, and B. Little of Western, and J. G. Preston of Boston Uni- 
versity. In May of 1969, twenty-three students from fourteen Reeds 
companies were eraduated.° 

The CIPH also works closely with the Canadian Standards Asso- 
ciation--the major testing body in Canada--towards determining or re- 
vising plumbing and heating standards that can applied across the 
country. 

The Institute's annual budget, about $130,000, is gathered 
from wholesaler and manufacturer members in varying proportions, de- 
pending on annual sales volume. 

The general reaction to the CIPH among the PHC wholesalers and 
manufacturers in Canada seems to be one of increasing enthusiasm and 
support. One complaint found by this writer in Western Canada seems 
to be that of a feeling of "being left out". With the greatest num- 
ber of members being located in Southern Ontario and Quebec, control 
tends to be centered in those areas. 


In order to overcome this problem, plans are currently 


-Fanning, Award Home Promotion, p. 123. 


Cneating, Plumbing, Air Conditioning, June 9, 1969, p. 2. 
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underway to decentralize the CIPH into provincial regions. This pro- 
ject has just been initiated, however, and the writer has no informa- 
tion on its progress to date. 

However, at the close of 1968, membership in the CIPH numbered 
113, consisting of 49 manufacturers and 64 wholesalers in 506 locations 
throughout @onaden. 

According to General Manager of the CIPH, G. Dixon, very few 
wholesalers or major manufacturers of PHC products in Canada do not ae 
long to the Institute. This would be some indication of the representa- 
tiveness of the CIPH as "the spokesman" for the industry. 

The trade association exists, then, to provide service to 
members. The types and ranges of services provided depend on the de- 
sires and relative affluence of the membership. 

As one would expect, future patterns of distribution are a 
major concern of the CIPH. Presently, there are two prime areas of 
concern to the CIPH, that of prefabrication and possibilities of verti- 
cal integration. 

A short discussion on prefabrication follows immediately, and 
finally, aspects of vertical integration are discussed. The writer 
feels the latter of the two is most important for the PHC industry, 
and has included a discussion of one aspect of vertical integration, 
that is, the prospect of the wholesaler entering the retail field of 


business. 


7The Canadian Institute of Plumbing and Heating, Plumbing 
and Heating in Canada, 1968 Review, Montreal, L960, (pe 91. 
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Prefabrication 

Prefabrication is not a new development. As early as 1624, 
the English brought a panelized house of wood to Cape Ann for use by a 
fishing fleet and the house was subsequently disassembled, moved and re- 
assembled many eee 

Early in this century the''mail-order house" became popular 
on the frontiers. Sears, Roebuck Company claims it sold 100,000 houses 
in 40 years. "This was usually a precut house, but the production ae 
these houses was important since it pioneered techniques for the pro- 


duction lines, standardization, md price packaging in the home manu- 


facturing industry." 


At the present time, thousands of companies in the U.S. are 
participating in the prefabrication industry. These participants in- 
clude mobile home manufacturers, sectionalized home manufacturers, 
home manufacturers, traditional builders using some preassembled com- 
ponents, on-site fabricators, component manufacturers, and building- 


material suppliers. 


There is little point discussing the above for purposes of 


this paper. Rather, the writer will attempt to outline how prefabrica- 


8 Battelle Memorial Institute, Columbus Laboratories, ''Final 
Report on the State of the Art of Prefabrication in the Construction 


Industry to The Building and Construction Trades Department, AFL-CIO," 
Columbus, 1967, p. 15. (mimeographed) 
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tion is affecting and is likely to affect the plumbing and heating 
wholesaler. 

The 'traditional' method of construction was quite popular 
prior to World War II and was used for both residential and non-resi- 
dential type structures. All the work is performed on the site, with 
no preassembled components being used. 


The combination of rising labor cost, increased demand, 
and the increasing role of the component manufacturer has 
caused a rapid decline in the use of the traditional method 
during the past decade. Currently, only a few builders use 
this method and they are scattered around the country in the 
less populated areas. 


During the next decade, Battelle feels that this method 
will become virtually extinct, leaving only two methods of 
construction that are applicable to the entire building pro- 
cess. The impetus for this change will be: (1) rising labor 
cost, (2) larger and more efficient builders will start to 
dominate the industry, and (3) manufacturers will continue 
to become more efficient and offer larger multifunctional 
components at less cost than those achieved by using on-site 
labor. 


As a result of these changes, builders currently using 
this method will probably have two alternatives to consider: 

(1) use rationalized traditional methods, or (2) quit the 

building business. 

The rationalized traditional method merely implies the use of 
some preassembled components with the traditional method of construc- 
tion. 

In relation to the plumbing and heating industry, then, the 


tremendous pressure to reduce on-site labor means "unitized" bathrooms 


and kitchens at the very least. ''No matter how much the trades resist 
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ity OlLetie codes restrict it) this factory packaging is bound to grow 
and the advent of plastics will speed the peneeeen 

In the past, the market was almost entirely a matter of local 
wholesalers supplying local plumbing and heating contractors working 
for local builders. Some observers have suggested the plumbing whole- 
salers are not maintaining their place in this revolution. Rather, as 
a group, they seem to be ignoring it, hoping it will go away. 

This development does not necessarily leave the wholesaler 
shut out. ''Though there will probably be some concentration of the 
factory-built housing industry in the future, today it is highly frag- 
mented with several hundred producers, many of them making only four or 
five units a week . .. the industry is widely scattered and probably 
always will be evar a 

"The typical producer does not have the volume or capital to 
buy direct, or the space to store inventory. He needs the services of a4 
wholesaler, and a number of plumbing wholesalers have developed a good 
business serving his ee epi 

Prefabrication, then, could have a tremendous effect on the 
marketing policies of both the manufacturer and the wholesaler. The 
wholesaler would do well to seriously explore the effect of this pheno- 
menon on his business in the future. 


eer er i aie Supply House Times, October UICCe ie 
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The CIPH will, no doubt, be instrumental in the gathering 


and dispensation of data concerning this aspect of distribution. 


The Vertical Market System 
15 Bie : 

Some observers feel that the decisive development in the 
American economy at the present time is the growing importance of ver- 
tical marketing systems in most lines of trade. 

Historically, goods and services in the American and Canadian 
SCOnOMLES | smu. 

. . . have been distributed through highly fragmented net- 

works in which loosely aligned manufacturers, wholesalers, 

and retailers bargained aggressively with each other over 
price, severed trade relationships with impunity, and other- 
wise behaved autonomously. Furthermore, most of the firms 
included in these conventional marketing channels have 
operated at a relatively small scale and performed a pres- 
cribed--but often uneconomic--set of functions. 

In the conventional marketing channel, each layer of acti- 
vity is clearly separated from the others. That is to say, manufactur- 
ing organizations traditionally performed the functions of product re- 
search and development, mass media advertising and distribution pro- 
gramming. Wholesalers performed the functions essentially outlined 
in Chapter III. Retailers performed a particular set of functions in 


promotion and physical distribution that were clearly differentiated 


from those performed by wholesaler and manufacturer. 


+ MeCanmon et al., Emerging Patterns of Distribution, p. 1 
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The resulting concept of role separation was further 
reinforced in two ways. First, separate ownerships were 
involved at successive levels of the distribution process. 
Second, trade moves discouraged firms from performing func- 
tions historically reserved for other types of enterprises. 
(It was considered improper, for example, for wholesalers _to 
engage in either retailing or manufacturing activities.) 
According to McCammon et al., "'. . . the concept of functional 
shiftability has replaced the concept of role qepeeyieton, Hence, 
", . . functions historically performed by one type of firm have been 
shifted to another type because the latter can perform the delegated 
function at a lower cost per unit." 
Conventional marketing channels, then, seem to be becoming 
economic anachronisms. 
"Clearly, significant economies can be effected by reposi- 
tioning, integrating, and synchronizing marketing flows from points of 
production to points of use--and at the present time, vertical market- 


20 
ing systems are the mechanisms used to achieve this goal." 


Types of Vertical Marketing Systems 


Vertical marketing systems, then, may be defined as"... 


professionally managed and centrally programmed networks that are pre- 
engineered to achieve significant operating economies and maximum mar- 


ket impact. Stated alternatively, vertical marketing systems are 


l7thid., p. 2. 
18ibid., p. 3 
19tbid., p. 3. 
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rationalized and capital intensive networks that are programmed to 


: : : 5 F Zh 
realize technological, managerial, and promotional economies." 


There are essentially three types of vertical marketing sys- 
tems. Following is a short definition and explanation of each. The 
future implication of each to the PHC industry will be discussed in the 
following chapter. 

Corporate Systems 

The corporate system is in essence the vertically integrated 
corporation. Vertically integrated corporations are, of course, not 
a recent phenomenon. Singer and Sears, for example, both had integra- 
ted manufacturing facilities, wholesale outlets, and retail stores as 
early as the late 1800's. 

However, '' . . . despite these early precedents, vertically 
integrated corporations did not become a decisive or pivotal factor in 
distribution until the mid-1950's. Since that time, they have experi- 
enced rapid growth, and today many distribution networks are partially 


or fully integrated corporated aon eee 


In the United States, 


Sherwin Williams . . . now operates over 2,000 retail 
outlets; Hart Schaffner and Marx owns more than 200 stores 
jee Lay ce EOOUEehains OW -ODLdail pls COL? OU gpeL cen lmotmtnel se 
requirements from company-owned manufacturing and processing 
facilities; Sears reportedly obtains 50 percent of its 
throughput from manufacturing facilities inwhich it has an 
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equity interest, and Holiday Inns is rapidly evolving into a 
self-supply network that includes a carpet mill, furniture 
manufacturing plant, and numerous captive redistribution 
facilities. In short, these and other organizations are 
massive, vertically integrated systems. To describe such 
organizations as 'retailers', as 'manufacturers', or as 
‘motel operators' is to oversimplify and ignore the reali- 
ties of the market place. 


Census of Business data indicate that chains with more 
than ten stores maintained their market share throughout the 
1930's, 1940's and 1950's--accounting for approximately 20 
percent of all retail sales during this period. 


In the 1960's, however, the market share held by firms 
operating ten or more stores soared to 30 percent of total 
retail volume. And if present trends continue, by 1975 
chains with ten or more units will have twice as large a 
share of the total retail market as that which they held as 
recently as the late 1950's. 24 


Consequently, the corporate system in the future is likely to 


have tremendous impact on markets and marketing. 


Contractual Systems 
There are three principal versions of the contractual market- 
ing system; wholesaler-sponsored voluntary groups, retailer-owned 
co-operatives, and franchised store programs. Without dwelling on the 
technical differences between these modes of distribution, suffice it to 


say that " . . . voluntary, co-operative, and franchise networks have 
L tet 25 
significantly increased their market penetration in recent years." 


Operating economies and market impact that cannot be achieved 
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through independent action is achieved by firms operating in voluntary, 


co-operative, and franchise networks by "pooling" of resources, (i.e., 


common advertising funds, merchandising programs, sharing of computer 


and warehouse facilities, and combined purchasing power). 


While many of the retail stores in these systems are rela- 


tively small enterprises, they operate on a highly sophisticated basis. 


"The reasons for this sophistication are self-evident. To an 
increasing extent, contractual systems are tightly programmed, 
well-financed networks that are administered by professional 
executives who rely on integrated management information sys- 
tems to co-ordinate operations ."'26 


There are no aggregate statistics on the relative impor- 
tance of contractual systems in the eonomy. Consequently, 
estimates based on fragmentary data must be developed for 
each line of trade. 


In the grocery industry, for example, 50 percent of all 
food store sales are now generated by outlets affiliated with 
voluntary, co-operative, and franchise groups. In the hard- 
ware field, approximately 40 percent of all stores in opera- 
tion belong to voluntary or co-operative groups-- and since 
these outlets tend to be above average units, it is likely 
that they account for 45 to 50 percent of total hardware 
store sales. 


By extending this technique to other lines of trade, it 
is possible to estimate that stores affiliated with voluntary, 
co-operative, and franchise networks currently account for 35 
to 40 percent of total retail sales. When this figure is 
added to the 30 percent market share enjoyed by chains, it is 
apparent that roughly two-thirds of total retail sales are 
generated by oytlets affiliated with some type of vertical 
market system. 
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Administered Systems 

The administered system affects a particular line of mer- 
chandise in a store rather than the store's entire operation. Compre- 
hensive programs for a specified line of merchandise have been developed 
both by manufacturing and by wholesaling organizations. In manufactur- 
iieeehcartyroodsa ss, . . has been so successtul,, . ©) that 1£ milk, eges 
and butter were taken out of the dairy case, Kraft would have 60 percent 
of the remaining volume "128 

Within wholesaling, success in use of administered systems is 
found in many lines--drug, hardware, sporting goods and phonograph 
records, to name a few. 

These programs have been successful because the suppliers 
recognized and understood the economics, the operating pro- 
blems, and the merchandising philosophies of the retail out- 
lets. Likewise, the retailers recognized the vendor's pro- 
duct, promotion and distribution capabilities. In addition, 
of course, these programs have been successful because the 
vendors and stores involved developed a joint plan in which 


goals and methods of achievement were carefully spelled out 
by both parties in advance. 


The Implications 


The managerial implications of vertical marketing systems may 
be described quite briefly. 

Many vertical systems are evolving into self-supply networks. 
"As this trend continues, a rising number of independent wholesalers 


will be confronted by diminished sales potentials. To put it another 


28ibid., p. 7. 
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shone 
way, 'outside' suppliers have only a limited role to play in an economy 


dominated by self-sufficient distribution dompisver. val 


The "Bath Shop'' Concept 

A form of vertical integration which is being watched closely 
by the PHC industry and the CIPH is the possibility of the wholesaler 
entering the retail business. 

The term "bath shop" has been brought up from time to time in 
previous chapters and will be discussed further in Chapters V and VI. 

In this thesis, this term will be used in a broad sense to denote the 
concept of merchandising plumbing and heating products at a retail level 
to the final consumer. 

More specifically, the term may also be applied to the actual 
retail outlet performing the traditional functions of the retailer 
Cie. nes Bath: Shop!!):. 

American-Standard, for example, spent in 1962 in Canada " . 
several hundred thousand dollars in trying to give the plumbing contrac- 
tor what we thought he needed... Pe As well, the Canadian Institute 
of Plumbing and Heating has introduced programs such as the Award Home 
Program mentioned in Chapter III. American-Standard also supported the 


W 
e 


Mechanical Display Institute in Vancouver - «. because of our desire 


to see the plumbing contractor become a better retailer.""" In 1964, 


30Tbid., p. 9. 


31ponald F. O'Neil, ''The American-Standard Concept of Distribu- 
tion", (paper presented at the annual meeting of the Canadian Institute 
Of Plumbing and Heatingy Digby, N.S., July 1, 1969); p. 5. 


32tbid., p. 6. 
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American-Standard opened a bathroom planning center in Toronto, which 
kept retail hours, but did not sell retail, rather maintaining a policy 
of distributing products through traditional channels. 

Showroom visitors were advised to buy the fixtures they 
had selected and have them installed through their nearest 
plumbing and heating contractor. We enjoyed excellent traf- 
fic through the showroom and our staff found that it was not 
too difficult to 'sell-up' on plumbing fixtures and fittings. 
They sold colour. They sold superior quality. They sold 
beauty and classical lines, not just purely functional items. 

Rather frustratingly, we found, through follow-up sur - 
veys, that these people hag.,not ended up with what they had 
selected in our showrooms. 

Observers>* feel that the distribution of PHC products to the 
new residential housing and apartment market, and the commerical, insti- 
tutional and industrial building markets, is relatively sound and 
straight forward. 

The manufacturer's major cause for concern in the distribu- 
tion of his fixtures and fittings lies in the area represented by the 
modernization and replacement markets, a vast, yet saidly neglected 
and stagnant potential volume of business representing millions of 
dollars. 

There are some extremely interesting statistics relating to 
this market. For example: 

In 1968, almost 300,000 bath tubs were sold in Canada. 
If we assume that 200,000 of these were used in new con- 


struction--based on 165,000 completed dwelling units plus 
hospitals, etc.--roughly 100,000, or one-third of the total 
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must have ended up in the modernization or replacement mar- 
ket. 


About 500,000 sinks, of all types, were sold in 1968. 
Assuming a sink per housing start, that means about 175,000 
sinks went into new construction. The balance--325,000 or 
roughly two-thirds--obviously went into the replacement 
market. 


Almost 500,000 closet combinations were installed during 
1968. At least 200,000 of these were installed in new hotels, 
apartments, schools, and homes, but that leaves 300,000, or 
about 60 percent, which must have found their way into the 
modernization market. 


- . - we are being safe and conservative in concluding that 
roughly half of the plumbing fixture and fitting market is 
replacement and modernization. This is extremely significant 
- . . because it means that in Canada, half of a fifty million 
dollar .. . market lies in the area of replacement and mo- 
dernization. 


. . Based on surveys our company has carried out, and gen- 
eral market intelligence, we have concluded that only . 
60 percent of these products reach this market through the 
so-called "traditional" channels .. . A very significant 40 
percent reach the consumer by way of department stores, 
building supply dealers, and other retail outlets. 


The problem facing the manufacturer, then is: (1) how to most 


effectively move his products to this market; and (2) how to increase 


the size of this market. 


To try and train all of Canada's plumbing contractors in mo- 


dern merchandising is impractical. For one thing, do all contractors 


want to be retailers? Secondly, the manufacturer himself is rarely 


merchandising oriented. In other words, does the manufacturer know 


enough to teach anybody anything about retailing? 


What the above indicates is that manufacturers feel they must 


ood jee eke 
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205 
be constantly alert to the changing patterns of consumer need and ad- 
just distribution policies accordingly. 

Chapters V and VI will analyze and describe what patterns of 
distribution are likely to emerge as a result of the above. 

However, at this point, it might be worthwhile to describe 
the attempt of a Western Canadian PHC wholesaler to enter the retail 
field. 

The bath shop concept was envisioned by this company as Beige 
a useful vehicle for the marketing of plumbing products currently hand- 
led by the average PHC wholesale house. Prime concern, however, was 
the merchandising of better quality toilets, taps, basins and bath 
tubs. 

A substantial amount of research was done by both the writer 
and other members of the company. 

Briefly, the company concluded that it would be more profit- 
able to cultivate merchandising to these outlets, rather than attempt 
to vertically integrate into the retail business. 

The decision to approach the problem in this manner was 
based on the philosophy that the company involved was principally a 
wholesaler, and, for the present at least, entrance into the retail 
field would be a costly manoeuvre at this time. 

However, it should be emphasized the company is still looking 
seriously at this form of integration. 

The initial research of this company indicated that existing 


shops did little in actual sales of actual plumbing goods, but rather 
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concentrated on the accessorizing and decoration of the bathroom. 
However, one cannot disallow the figures cited earlier in 

this chapter by Donald F. O'Neil. Further research would prove, I'm 

sure, that building supply dealers anddepartment stores account for 


much of the home renovation business. 
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CHAPTER V 


ANALYSIS 


As mentioned in Chapter II, responses to several questions 
were solicited by letter from both manufacturers and wholesalers of 
plumbing and heating products. The letters were uniform in nature, 
with only the introductory sentences varying depending on the writer's 
personal acquaintanceship with the addressee. The few manufacturers 
replying were approached in person on the subject by the writer, and 
were very eager to co-operate. 

While two of the wholesalers replying, of a total of seven, 
were from within the writer's company, five replies were received from 
individuals whom the writer had never met. In addition, the General 
Manager of the Canadian Institute of Plumbing and Heating, Mr. G. H. 
Dixon, was kind enough to reply. Following are the questions asked 
of all potential respondents: 


1) Have patterns of distribution changed significantly 
since, say, the early 1950's? 


2) What factors or conditions have caused these changes? 


3) Many wholesalers are, of course, still independent in 
the traditional sense. Will they continue to exist as 
such in the future? 


4) What changes will the independent have to make in order 
to remain independent? 


5) Vertical marketing systems are one alternative, several 
types of which are possible: (a) total vertical inte- 
gration of manufacturer through to retailer; (b) whole- 
saler sponsored voluntary groups, retailer owned co- 
operatives, or franchised store programs; (c) manufacturer 
control of a particular line in a store, rather than 
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control of the store's entire operation. Would you in- 
dicate what you think the relative importance of each of 
these vertical systems will be in future wholesaler op- 
erations in the industry, and your reasons? 

6) Horizontal or 'conglomerate' integration is also evident 
in the industry. Do you see this as an alternative to 
vertical systems? 

7) What future do you see for your own company in this area? 

A complete copy of a "typical" letter is included in the 
appendix, along with a list of respondents and their respective occupa- 
tions. A total of twelve replies were received from nineteen requests, 
for a 63.2 percent questionnaire response rate. 

The presentation of results in this chapter will take the 
following format. A summary of manufacturers! and wholesalers' replies 
to each question will be presented. Following this will be a compari- 
son and analysis of the two sets of data, 

It should be noted that, while most respondents answered each 
question individually, some responses were received in paragraph form 
covering the topic in a general, broad way. The writer has taken the 
liberty of editing these responses as necessary. 

Also, some respondents included copies of speeches and arti- 
cles which they felt would be helpful in answering the questions. These 
have been treated, for the most part, as individual responses. 

Questions 

To facilitate ease of analysis, replies to questions one and 

two are combined. 


1) Have patterns of distribution changed significantly 


since, say, the early 1950's? 
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2) What factors or conditions have caused these changes? 


The Manufacturers' Replies 


Perhaps the best way to begin analyzing responses to these 
two questions is to quote one respondent's definition of a plumber. 


The word "plumbing" comes from the Latin word for lead 
which was the material originally used to distribute fresh 
water and to dispose of water-born wastes. Because of the 
potential dangers to health, codes for plumbing installation 
were established and the plumber was the person charged with 
the responsibility of designing and installing the system to 
comply with the code. The plumber thus made the sale, de- 
signed the system, contracted to supply the material, and 
make the installation, and to provide maintenance for the 
System once it was installed. The traditional role of the 
plumber has undergone many changes. Other agencies have 
taken over most of the sales functions. The design of the 
system is frequently done by an architect, engineer, spec. 
writer, or by the code itself. Plumbers by their activities 
divide themselves into three general classifications and 
generally describe themselves as mechanical contractors, 
rather than as merchants or retailers. The three general 
classes of plumbers might be something like this: 


(a) The major mechanical contractors who sell only their 
ability to do the job and of course, price. They quote 
on and install what the architect, the engineer or the 
spec. writer calls for. Rarely do they sell or market 
products in the sales sense. 


(b) The apartment/project plumbers who contract high-rise 
apartments, town-house projects, etc. and who do not 
sell or market plumbing or heating. They sell price. 
Actually, there is little incentive for them to upgrade 
their sales or the product the owner/builder calls for. 


(c) The service/repair/renovation plumber who handles moder- 
nization and replacement work. There are a very few in 
this class who do a creative job of selling and yet it 
is in this area of our industry that I feel there is one 
of the greatest opportunities for both volume and profit, 
and this leads to a statement of a major industry 
dilemma. 


Industry Dilemma - Lack of Creative Selling 


Into this sales vacuum, some new agencies are moving. The 
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effect of the department stores with their floor displays, 

their good use of face-to-face salesmanship, and their mail 

order catalogue have long been a significant factor in af- 
fecting buyer decisions in this country. A newcomer in this 
field is the builders supply house which had previously fea- 
tured everything for the home with the exception of plumbing 
and heating. It is only natural that manufacturers and whole- 
salers may experiment with other methods of filling the void 
in sales. A part of the whole problem with the changing pat- 
tern of distribution is the appearance on the scene of the 
original equipment manufacturer such as the prefabricated 

home builder, and the trailer manufacturer. The dilemma 

that the plumbing and heating industry faces is this: we 

must either recognize and accept the changes that are taking 
place in the industry and in the patterns of distribution or 
reconcile ourselves to losing markets which we have tradi- 
tionally enjoyed. 

This observer further commented that "while consumer product 
wholesalers have shown a decrease m their share of the national total, 
(i.e., total national sales of PHC products) industrial wholesalers 
have grown in both volume and in wholesaling product groups." 

Following closely the previous line of thought, one other 
respondent felt that changes have occurred and are still occurring, 
not so much in the pattern of wholesalers' activities as in the frag- 
mentation of the market into more defined and catalogued categories. 
More will be said concerning these categories in the following section 
on wholesalers' replies. 

In the broadest sense, however, this observer feels the tra- 
ditional pattern of distribution of manufacturer-wholesaler-mechanical 
contractor-user is still predominant. New patterns are developing, 
however, in the re-routing of this flow to the user from the manufactur- 


er by way of retail stores, mail order catalogues, building material 


supply houses, pre-fab house manufacturers, and the mobile home and 
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camper-trailer business. 


One observer also added that these conditions make it diffi- 


cult for the small independent to compete. In serving these new mar- 


kets the wholesaler's role is becoming one of a "broker", and only the 


largest wholesalers are able to adjust their overheads to enable them 


to specialize in these markets. 


the above, 


In reply to the second question concerning the reasons for 


the following forces of change were outlined. 


The traditional distribution system from manufacturer to 


wholesaler to plumber which I have described grew up under 
circumstances that are quite different from those which we 
face today. I would like to discuss briefly some of the for- 
ces of change that we should recognize. 


1) 


2) 


3) 


Communication - Communication should be much faster, 
clearer and more explicit than it has ever been before. 
However, we still have many problems to overcome. 
Speaking from the point of view of the manufacturer, I 
can say that we have a great deal of difficulty in get- 
ting a clear picture of the market size, of the require- 
ment for products, of the seasonal patterns for planning 
stocks, from our wholesale customers. We never feel 
sure that they have put enough effort into the promotion 
of new products. 


Delivery Time - Historically, one of the reasons for 
large wholesale inventories was the time it took to get 
material from the manufacturer to the wholesaler. This 
time has been cut down by the faster train schedules 
and trans-continental trucking. As we move toward in- 
dustrialized building, this applies to the monumental 
buildings such as the Toronto-Dominion Centre, to the 
high-rise apartments, to the town-house projects or to 
the factory-built homes. Delivery on time of all com- 
ponents becomes absolutely essential. In most cases, 
the job site has limited storage so that material has 
to move in as it is being used. 


Variety of Products - The vast variety of products by 
make, by size, by model, by colour, makes the job of 
stocking all types, all sizes a virtual impossibility 
for either the wholesaler or the manufacturer. The 
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only acceptable alternative to excessive inventories, 
high costs, frequent stock-outs and delays in the job 
is a co-operative agreement in the planning, provision 
of adequate lead time and an attempt to reduce the num- 


ber of varieties on the part of the wholesaler and the 
manufacturer. 


4) Discretionary Income - A new force of change that moves 
in the opposite direction to the variety of products is 
the discretionary income now available to so many fami- 
lies in Canada. As in industry, we face the problem of 
providing a reasonable number of choices to the public, 
presenting them in a way where they can make selection 
and yet not create such a multiplicity of products that 
we can no longer do an adequate job of either product or 
profit management. 


5) Need for Lower-Cost Housing - Perhaps the most pressing 
change facing the whole construction industry is the 
need to be able to build houses that people can afford 
to live in. The Canadian Government approach has been 
to do a study on modular construction of industrialized 
fabrication and in development of a new building system 
that reduces on-site labour. 


6) Need for Easier Service - as the charge-out rate for 
plumber's time goes up, it becomes more and more im- 
practical for the average home-owner to have a plumber 
do the normal service work. With a charge-out rate of 
say 20 cents a minute as is currently being used in 
some cities, it is quite conceivable that the cost of 
changing a 10 cent washer might well be $25.00. A year 
ago we introduced a device that would simplify the ser- 
vicing of a faucet by the home-owner. We showed this 
product at the mechanical exhibition at Montreal last 
year and attracted a lot of attention at the exhibit. 
The reaction which we got was interesting. We were con- 
demned by the plumbers in Montreal for showing home- 
owners how to service their faucets and thus depriving 
them of their livelihood. However, they did not need to 
worry because our total sales for the whole of Canada 
were six units. 


Another observer felt the principal factor in promoting these 
changes in distribution was the refusal of the so-called plumbing indus- 
try wholesaler and plumber to accommodate change and re-pattern his 


services to meet the requirements of a new generation and more desirable 
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shopping atmosphere. 
At this point, the reader may recall the discussion in Chap- 


ter IV of the bath shop concept. One observer commented on this new 


concept as follows in his reply. 


When we look at the new residential housing and part- 
ment market, and commercial, institutional and industrial 
building, the distribution of plumbing products to these 
markets is relatively sound and straight forward. 


The manufacturer's major cause for concern in the dis- 
tribution of his fixtures and fittings lies in the area re- 
presented by the modernization and replacement market, - 

a vast, yet sadly neglected and stagnant potential volume 
of business, representing perhaps 25 million dollars. 


How are plumbing products reaching this modernization 
and replacement market? Based on surveys our company has 
carried out, and general market intelligence, we have con- 
cluded that only approximately 60 percent of these products 
reach this market through the so-called "traditional" chan- 
nels of plumbing and heating wholesaler to plumbing and 
heating contractor and finally to the customer. A very 
significant 40 percent reaches the consumer by way of depart- 
ment stores, building supply dealers and other retail out- 
lets. 


The plumbing fixture or fittings manufacturer's distri- 
bution problem, relative to this market and this situation, 
is therefore a simple, two-fold one: 


1) How do we move our products most efficiently and profit- 
ably to this market? 


2) How do we make this market larger? 


At American-Standard, we have concluded that to try and 
train all of Canada's plumbing contractors in the way we 
feel they ought to sell is impractical. In the first place, 
we are not too sure if all contractors want to be retailers. 


In the second place, do we at this stage really know 
enough about retail merchandising methods or retailing pro- 
blems to teach anybody anything? 


We are satisfied that sales on a direct basis to large 
volume retailers, such as department stores, building supply 
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dealers, etc., who are geared to serve the modernization and 
replacement market, is a trend that will grow and expand. 


Now we should discuss perhaps more radical new concepts 
of distribution to this modernization market. One idea has 
recently been revealed by American-Standard's opening of a 
retail store, The Bath, located in a shopping plaza in North 
LOEOnton 


We felt that somewhere along the line this industry had 
missed the boat in attempting to expose the products and ser- 
vices we have to offer via our present retailer, the plumb- 
ing contractor. We had been unable to interest enough eS 
ing contractors to adopt our selling philosophies. 


Here are some interesting and somewhat significant 
figures: 


DBS figures show that households with two or more cars 
have doubled in number since 1961. 


Households with colour TV sets have increased six times 
in number in the last two years! Four years ago, there were 
only about 200 snowmobiles manufactured in Canada. Do you 
know what the sales’ estimates for these fun vehicles are for 
this year? 400,000! And to round out the selling season, 
the Seadoo is now in full production and promises to be 
another winner. 


Each of these products I have mentioned represents an 
expenditure of between one and two thousand dollars. That 
kind of money will buy a beautiful new bathroom, but the sad 


fact is that we know our modernization market has not grown 
at anywhere close to the same pace as these other products. 


The Wholesalers' Replies 


"The homeowner public deserves a better shake than the plumb- 
ing industry has traditionally offered . . . what this industry offers 
the public is really pathetic when compared with the fine shops and ser- 
vices that other industries are currently offering." This is a comment 
made by an observer at the annual meeting of the CIPH in Digby, N.S. 
Following are some of the comments received from him concerning ques- 


tions one and two. 
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This observer outlined several markets which the plumbing 
wholesaler must serve. The reader will recall these "markets" were 
mentioned previously in the preceding section on the manufacturers' 
replies. 

These markets are; 

rT) Mechanical contracting on non-residential construction; 

49) Apartment construction; 

3) Single family home construction; 

4) Manufactured homes (including mobile homes) ; 

D)) Industrial sales - pipes, valves and fittings; 

6) Waterworks and sewage; 

Js) Replacement or remodelling. 

This latter market may be further subdivided into two classes: 
(1) installation services not required, and (2) installation services 
required. He pointed out that more and more homeowners with increasing 
leisure time are frightened to death to call a tradesman at 8 to ll 
dollar charge-out hourly rates, and often tackle the job themselves. 
This observer feels materials and products are getting easier to in- 
stall and as this market grows, products will be more and more designed 
for quick installation. The biggest problem is that the plumbing indus- 
try has lacked sales outlets or sales centers. 

Patterns of distribution thus have been changing since the 
early 1950's. The growth of the large national chains such as Emco and 
Westburne to compete with the existing national chain, Crane Supply, is 


one major change. Other chain type wholesalers have also developed 
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(such as Western Supplies and Cronkhite Companies), but not in the 
same national scale as the "big three". While these companies are not 
new, their dominant position in the market place is what constitutes 
the change. Wholesaling is polarizing into two groups - the large 
chain operator with many branches, who can buy "better" from the manu- 
facturer, (because of buying power) and who competes with the other 
chains for the large jobs, both commercial and residential, where the 
volume sales exist. 

The growth in demand for housing, particularly high rise 
apartments, where large quantities of material are involved, has helped 
this polarization by concentrating the business available into large 
orders where price competition is fierce and substantial financing of 
credit terms is required. 

At the other pole, are the small and medium independents who 
do not have the buying power, and as a result, cannot be fully competi- 
tive on large jobs. Nor can they handle the financial burden of exten- 
sive credit sales on 60, 90 or 120 day terms. These tend to be single 
branch or regional branch operators. 

Another major factor in the polarizing of small and medium 
independents has been lack of funds for expansion of capital facilities, 
inventories, and accounts receivable. There has also been a thinness 
in the managerial assets that has inhibited growth. Frequently, these 
have been businesses developed by one man, often with only a sales 
background, who has been concerned that if the business got too big, he 


would not be capable of managing it. This observer also points out 
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that all three national chains have had access to funds to finance 
their growth. 

Returning for a moment to the previous market breakdown, 
another observer comments in his reply . . . that while conditions have 
not changed in the methods of distribution, in the first three categor- 
ies, and thewfigth and *sixthysthere! Ws a) defini tetrend™and! awchange: in 
the method of distributing material required for mobile homes (item 4) 
and replacement or remodelling markets (item 7). He concludes by ie 
gesting that many alternatives will no doubt develop in the future 
that offer opportunities to wholesalers, but one thing is certain - 
sticking to the traditional system appears deadly. Many opportunities 
have already slipped away - and much more will - if we remain blind to 
Be. 

One observer also felt another important reason for the 
changes during the past five years is new products, the most important 
of which are polyester fixtures and plastic pipe and fittings. The 
established plumbing manufacturers have entered the polyester market 
with bath tubs and counter-top basin combinations, and while they have 
attempted to market these products through the regular channels of dis- 
tribution, there are recent indications that they will be forced to sell 
direct to end users, bypassing both the wholesaler and the contractor. 
Small plants are cropping up innearly all the major cities in Canada, 
and all are’selling direct to end users. | 

As well, there are many plastic pipe and fitting manufacturers 
now operating across the country. These products are becoming increas- 


ingly difficult for the wholesaler to handle because of direct selling. 
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Other respondents also agreed with the previous statements. 


One observer made the following comments concerning questions 


one and two. 


Patterns of distribution have changed during the 1950's 
up to the present time, and I believe will continue to 
change. Some examples of changes in distribution have been 
in the approach of manufacturers to large department store 
outlets across Canada which affects both plumbing and heat- 
ing equipment. As well, there is more direct-to-the-plumbing 
contractor selling of specialty equipment, such as fire hose 
cabinets and heating and air conditioning units, particularly 
on new commercial and industrial contracts. 


There are more stencil lines being manufactured for the 
direct-to-you distributors; e.g., departmental stores and 
chain outlets. A few examples of these are: pumps, softeners, 
fixtures and fixture trim, hot water tanks, toilet seats, 
bathroom accessories (paper holders, toothbrush and tumbler 
holders) and medicine cabinets, all of which were, at one 
time, distributed by the plumbing and heating wholesaler 
through the plumbing and heating contractor. No doubt there 
are many more examples that affect the volume of sales at 
one time enjoyed by the wholesaler. 


One factor that has caused the change in distribution, 
I believe, is that manufacturers have become more and more 
aware of the fact that the wholesalers and the plumbing con- 
tractors are not doing the job of merchandising that the 
manufacturer has expected them to do for him. The whole- 
saler has put most of the blame on poor merchandising, mar- 
keting and selling in the lap of the plumber. I do not be- 
lieve this to be entirely fair. 


The wholesaler generally has not had adequate training 
programmes for their own staff, nor product shows for the 
plumber. There are numerous wholesaler "order-takers", but 
very few knowledgeable, sincere, service-conscious wholesaler 
salesmen. A wholesaler's advertising of a manufacturer's 
product has been poor if done at all. In most cases, techni- 
éal problems*orecomplaints thattanisesinethediieldyeparticu- 
larly on specialty items, were referred back to the manufac- 
turer for correction. In some cases, this was because neither 
the plumbing contractor nor the wholesaler had taken the time 
to really study and know the products that they were selling, 
distributing or installing. 


In other cases, if the product was understood, they were 
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too busy getting new orders to correct or service the field 
problems. Therefore, they took the line of least resistance 
and called on the manufacturer or his representative. Orders 
for the bread and butter items (soil pipe and fittings, oakum, 
range boilers, hot water tanks, copper pipe and fittings, 
housing fixtures, etc.) -- products that require little study 
and teaching to understand -- were usually far easier to get. 
Therefore, insufficient time was spent to learn about or sell 
specialty equipment. Also, items of a technical nature were 
not mentioned, and these were the first items to be taken 
from the wholesaler by the manufacturer and sold direct, 
particularly if there was little or no credit risk involved. 


The introduction of new materials that are easier for the 
handyman to work with have encouraged the manufacturer to look 
at other forms of distribution such as department stores, 
direct-to-you outlets, etc. When roughing-in material, such 
as steel pipe for pressure lines and cast iron soil pipe for 
drainage, etc. was commonly used, the handyman would not nor- 
mally invest in the tools necessary for installation of this 
material, because it was an expensive proposition. Electric 
or heavy tools were necessary, also cutting and threading 
machines, reamers, cutters, cutting coils, fire pots, torches, 
chain “tongs', "etc. 


Copper pipe and fittings were introduced to our industry 
just prior to the War, but by necessity discarded during the 
war years. Again, introduced after the War, they gathered 
momentum in acceptance during the 1950's and gradually re- 
placed steel pipe, malleable and cast iron fittings for many 
installations. Copper pipe and fittings encouraged the do-it- 
yourself type of trade because expensive tools were no longer 
necessary for many house or farm installations or many small, 
general maintenance repairs. They were lighter in weight and 
easier to work with. Many installations could be made with 
only a hack saw, cleaning equipment (sand paper, etc.),solder, 
and a torch of some type. The basic material cost for copper 
installations was generally more expensive, but this was more 
than compensated for by the saving of labour and, as mentioned 
above, the lower cost of tools. Copper pipe and fitting in- 
stallations have more recently given way to plastic pipe and 
fittings. Plastics are less costly than copper, easy to work 
with, and make general home maintenance more exciting and 
easier for the handyman; thus making a double saving -- both 
material and labour. 


Other factors that have encouraged manufacturers to look 
at the department store type of distribution is the replace- 
ment of heavy enamelled cast iron baths and basins, etc. with 
the lighter enamelled steel baths, vanity basins, and stain- 






RAs. 


biatt ona sotuxsa to tob7mO5, od etShTo Tight aaatoom yard oot = 


sonpietes: tues! Fo sat! sy eo yarns sed 
stebz0 .eviininagsays7 ehdycro t97u3 oe uae sds enn bas 
mana esguiggid bhe aqtq [toa). ames 1 tejjud baé beeyd edi to? 
eranigakt be sqtq zaqqyon ages TH36 Won ated Bod ogre? 
rr sflasil ativpsa sans. 2: Jayborg =: (048 -eomuaat® goltevod 
i3eg 03 tolepe 181 ¢fleusn s33y =. Dasdersbeu ca grhdonad bre 
Lise ww tveds ntasil of 10995, sw enli Insioiigean! ,szoteretl 
otew st0dea iesianoes » to anpah oelk .ynsmgiips yaistooge 
fisted ot amasi 2e1ktt sd saew sxoil) bas ,bsnotinon Jon 
oerth bine base atid ogianm odd vd tefsestodw edd mor? 
-bavIount Sata atbeyo on 10 Sigabl saw asvods 7h Ui salvo titagq 


sdf tot tebebs se dads elaAtresgem wan Ge nobisvhexink sa? 
Hool of te7uT5s Wem oft bsgauvoone 4ved iz hw Atew od asmybied 
aototTe Sasa tHqeh as fove nobiivditzelh to giro? tertte ts 
Rout ,A8LIsIem Hh-gnidgvet wedW. .o39 ,239S8lino voy-ot-29eTEb 
tal eqiq fioe most tees She Bentl oviess7q 267 SQtq Paste bs 
~rom Jos bluow isayvbasd sit bea. yliomion anw . 936° »sgunieth 
sind 30 nottvel letedt rt yistesosn Sioce add nt desen) cifnm 
sivdoolA .nokitdoqoid sytenayxs me ehy vi Sateobd Yinirsdam 
gntbssti bis snidavo calls pyabadsgeiwr stow aloo “yvnod To 
, asta) ,atog etlt . si too q7isjes yatatico . etomeet pesrttisem 
.uJs ,89nes nbeds 


Vrupbet so oF bssybotini stow agnigala Soe sqyiq teqqed 
a3 griseb tobrasetb you zeessn vd apd te sdy oe teitq Dav, 
botsiieg, ysis ,reW Silat setts booiBorar .cISgA .#@3bey Tow 
-or “iisubatyg bre e'D021 art anivtbh sonatgsosh oi awyasmem 
(Asm Jos BatijIt tol ten bio ohdsslfem -sqtq feats Hebela 
-Jt-ob shi bagetivoons. agaiisia bre aqtq tsqqoD .anoidelfedent 
T9gno! Gn er4aw, elour phe de cided sgusoe’ sbets lo say) ilserwey 
el leote yosa ro -erogdeliaiang mnt to Sapo Yom Xot YIsEeSoor 
bas Aigiew et votdarl srow yont .etheqet oonnteinism feyensg 
iatw obem od bites enoitel reagent yor lite daeow 69 tekens 
pasbioe,(.539 .149q6y bone) tromqtops gnhissls »wae toad a vino 
Teqqous tod sees lefysiem diged eT .aqyt amos Yo dasod 6 Bie 
Sx eau ekat sitd <QV i aagRS arom yIlersnog sew scoiteiiedent 
—— walsh ie 2 to, ae ot vd tad SN oat a 


aie tot oot Baie duos ole 


ad ¢ ine st ee snes 
7 iy. 2 


rok a WS eG yom fay vis 





uM -£ 


mires be 









ore 0) 


less steel sinks that are easier to handle and install, and 


the introduction on a volume basis of light-weight coloured 
fixtures. 


The manufacturer became more and more aware of the fact 
that the plumber was not a good merchandiser and that the 
wholesaler usually was not that much better. 


The price situation and rising economy of our country 
was also abused, and often prices quoted by the plumbing and/ 
or heating contractor were much higher than prices advertised 
by other outlets, leaving the customer or end user confused 
and suspicious of the contractor. This, in turn, encouraged 
the handyman or do-it-yourself type of individual to shop and 
explore for other sources of material. The steady increase 
in wages of plumbers and installers of heating equipment has 
also encouraged home-owners to attempt doing their own pur- 
chasing.for building maintenance and also doing their own 
installation. In other words, many plumbing and heating 
shops were guilty of gouging the public. The manufacturer 
also became aware of this and looked for other ways of dis- 
tributing their products through more sophisticated outlets 
which would advertise plumbing materials at a true or realis- 
tic market value. 


In approaching the department stores and direct-to-you 
outlets, manufacturers were able to increase their production 
and ship in larger quantities. This helped cut down overhead 
expenses. Advertising budgets were lowered because the new 
outlets assumed part of this responsibility. These factors 
contributed greatly to a reduction in prices on many items 
bought and installed by individuals. 

The replies received to questions three and four have been 
summarized together. 

3) Many wholesalers are, of course, still independent in 
traditional sense. Will they continue to exist as such in the future? 

4) What changes will the independent have to make in order 
to remain independent? 


The Manufacturers' Replies 


Without exception, all manufacturers replied positively to the 
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signet 
future of the independent wholesaler in this industry. The writer 


quotes one observer who says: 


(this) does not mean that the small independent whole- 
saler will disappear. On the contrary, he becomes even more 
necessary to serve .. . markets such as modernization, cus- 
tom built homes, small and medium commercial and institutional 
construction, and the like. The independent wholesaler who 
gears his operations to serve these markets, or in effect, 
"specializes", can look forward to continued profitability. 

- - . to remain independent and profitable he will have to 
decide which market or markets he wishes to serve and set up 
his staffing and practices to best serve these particular mar- 
kets. A degree of "specialization" is a must. 


Undoubtedly wholesalers today face very serious problems. 
If a wholesaler elects to restrict his activities to the 
plumbing and heating contractor, and that particular customer 
loses a market to other forms of outlets, then that wholesaler 
loses this market also (and it follows that the manufacturer 
who restricts his sales to wholesalers then loses that market 
as well). In my opinion, in order to survive, wholesalers and 
manufacturers in the plumbing and heating industry must decide 
who their customers are, and the type or types of markets they 
wish to serve. If we are to overcome the problems of delivery 
of premium-priced products, and if we are to do a better job 
of upgrading our sales, its to be hoped that at least one 
wholesaler in each major market elects to specialize in this 
kind of business. To my mind, more and more specialization 
on the part of wholesalers is a distinct trend for the future 
of the plumbing and heating industry. 


Another observer answered question three as follows... 


I will rephrase this, and in place of the word "will", 
use ''could they''. And my answer is yes, most definitely 
with a very bright future. He can do this by changing his 
identity from wholesaler to distributor . . . and contain his 
activities within the framework of his limitations dictated by 
the pressures of the big jobber chain groups. The independent 
could also service those manufacturers now performing a par- 
tial wholesaler function, and could build a substantial busi- 
ness on a profitable basis. The market in his trading area 
that he could serve very well may be made up of something in 
this order: 


- service the local area plumbers on their daily pick-up 
requirements ; 
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- serve industry in his community; 


- cater to the do-it-himselfer (Friday nights and 
Saturday business) ; 


- supply to the kitchen and bathroom renovating contrac- 
COGS, 


- specialize in catering to the carriage trade by offer- 
ing more sophisticated styles of fixtures, and possibly 
the inclusion of a bathroom boutique shop. 


The Wholesalers' Replies 


The wholesalers' replies to the "future of the independent" 
were somewhat less positive in nature. All replies did indicate that 
survival of the independent was possible under certain conditions. 

For example, one observer commented .. . 


If an independent wholesaler is to remain independent 
and be successful in a very competitive market, he will have 
to change and sell directly to the public. In many cases, 
the wholesaler will be performing an assembly function, yet 
he will have to create an image and make the public aware of 
the goods he has to sell. Advertising, a good showroom, and 
excellent counter service are examples of changes the inde- 
pendent must make to survive. In short, he must merchandise. 


Another observer commented... 


We believe that the large independent will continue to 
survive in the traditional sense (intermediate between manu- 
facturer and contractor). He will be able to buy almost as 
well as Emco and Crane, and will be able to remain in a com- 
petitive position with them. The large wholesaler is an 
efficient means of moving a wide variety of goods to the 
construction market and this is unlikely to change. His 
ability to move large quantities of materials for manufactur- 
ers will remain a cheaper means of distribution than the 
manufacturer can hope to achieve by direct sales. Manufactur- 
er-owned wholesalers are not cheaper to operate than indepen- 
dent wholesalers. 


The small and medium sized independent can survive pro- 
vided he adapts to changing market conditions. He will need 
tousearch, carefully, for, those, markets, he can serve efficiently 












SB.. es ’ a , 
iettamaman ett at crt su bet svi98 
bas ettigla yebrrt | rai loumbl-at- ob ota oF asteo + 
; (sesnkeud ebb mdse 
-Ssti nod Bemcpene. oot: HaEe, hae netotiad oft eadgque - on + 
pated a; 
| x 4 
casiio yd sbext sgeiateo 9d7 09 \gninssed: mt agtisiseqa i, : 


yidieanq bas) -estesxt? jo aslyse botao ft abiqos Siom gn 
-qod2.supijsued. wm eT 8 Fe wok alam arts 


eatiqok Tearalsuslou onl 


inshasqabat st? to. sistud" sds oF astiqox ‘avaleeeladw oar 


Th ae 


tara sa.s0 bai bib estiqas ILA .s1usatr at ovidieoq aesl tedwemoe stow 
/eaoisibaes mtatzes yabou sidbesog esw tosbaoqsbni sd3 Re Ievivava 
basnaanmea tevIsedo sHo ,. ol qmexs FO8 


dnsbieqobat ainmat oi ef Folaastode Inosbooeqebri. ne At ; 

wen Ti tg on ,.Jsliam avis tasgaies Yiov 2 nt Inteesooue od bre 
9269 Yuem ol .wéideg oft ot. vidosdip fies bes sgmeds 

tas ~tottonut cee imsee6 tb gnimiotisq sd lliw sofsestodw a4 
io stewe,olfduq sl vdem bos, ogamr ae sdn8%9 of Svar Thiw Sa 
bts ,mootwoda boon S ,wiieisaSvbA .Jiee of asd od ehoog ofy 
-sbqt fy esgneda 20 zalqnistS Sue so9ivase Is30ubS jnolLl sox 
-9eibnslsism: seom of .trare cl J oviviwa oF Solem deum tasbraq 


. . « botramnps isv15ed0° xsdtonk 


4 


03 s¥nianes [liv Icabneqebut Sazsi sii tet svetisd sw 
-Shem hoswisd stiles stat), sattoe sre bo ads at svivadg ~ , 
es Jeonts yud of. afds ad Iiiwsh .(rodoesI hoo ban. ranisoe 


Am, s a4, ey et 63 i i ti eT ces aw Is 









na are te 
an Bicsar ag x: 


peo 


and may have to move some parts of his sales effort into dif- 
ferent channels. We believe there will always be many repair 
and replacement plumbers who need good service on delivery, 
technical advise, etc., who put price secondary to services. 
At the same time, many products like tub enclosures, waste 
disposers, etc. lend themselves to sale on a direct basis to 
say custom builders, cabinet shops, modernization centers, 

or possibly even to apartment builders. Wholesalers can 
handle this type of sale more efficiently on a local level 
than the manufacturer. Some wholesalers may even become mas- 
ter distributors for some specialized product lines and act 
as service/supply depots for other wholesalers. We do this 
now for water softeners and waste disposers of certain brands. 


The small/medium wholesaler who is not likely to survive 
is the one who attempts to compete with the large wholesaler 
for large jobs but can't quite keep up because he doesn't 
buy as well nor can he stand the financial burdens placed on 
him. Specialization is the key to survival for the small/ 
medium wholesaler. He must "sell smarter, not harder" to 
borrow a phrase. 


The product explosion in this industry has been dramatic 
in recent®yéars First; copper then“plasitices ror texample; 
brought rremendous changes to piping technology. New instal- 
lation techniques had to be mastered yet the old ones retained. 
Wholesalers had to expand their product offerings with the 
consequential heavy investment in inventory. They also had to 
acquire more knowledge about products. To survive, a whole- 
saler must maintain a high "product capability". 


"Manacerial icapability™. ts “the *other™concern for *strviv- 
al. It is true of the large, small, or medium wholesaler. 
Sound business practices are extremely important when competi- 
tion is fierce, credit terms are difficult, financial burdens 
are heavy, and product capability is demanding. Wholesalers 
who attract good people by employing sound business practices 
have a better chance for survival than those who still rely 
on "seat-of-the-pants' approaches. 


Another observer also feels largeness is the answer to inde- 


pendent survival. He comments... 


I doubt if the independent wholesaler will survive un- 
less there is a great deal more co-operation between them. 
For instance, our company and three competitors in other 
cities, namely Kitchener, Chatham and Windsor got together 
and formed a separate buying company. We have used this com- 
pany to get into various rebate structures and quantity buying. 
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This has helped us substantially. I also feel that this 
close co-operation will lead to an amalgamation in the very 
near future. Two of these companies have other lines, 
chiefly in tools and mill supplies, that would blend into 
our business, thereby adding sales volume. The only salva- 
tion for the independent wholesaler is to find additional 
lines, and if economically possible, to join forces. 


Other comments were quite similar to the previous... 

You point out in your letter that many wholesalers are 
still independent in the traditional sense, but I would like 
to suggest that it will become more and more difficult for 
the independent to remain independent. I make this state- 
ment because today there are more and large national chain 
wholesalers spread from coast to coast across Canada. These 
chains exert pressure to increase their buying power, thus 
making it more difficult for the independent to buy as com- 
petitively. The independent cannot, of course, buy in the 
same volume as the national chains. This would require more 
bank credit than he could possibly get regardless of how good 
his credit record had been in the past. 

Banks are not allowing the financial borrowing necessary 
and the interest rates on company loans are steadily increas- 
ing. Financing is becoming an ever-increasing problem. 

I do not believe that the independent as such will con- 
tinue to exist in the future. 

Replies to questions 5 and 6 are also summarized together. 

=) Vertical marketing systems are one alternative, several 
types of which are possible: (a) total vertical integration of manu- 
facturer through to retailer, (b) wholesaler sponsored voluntary groups, 
retailer owned co-operatives, or franchised store programs, (c) manu- 
facturer control of a particular line in a stere, rather thanecontrol or 
the store's entire operation. 

Would you indicate what you think the relative importance of 


each of these vertical systems will be in future wholesaler operations 


in the industry, and your reasons? 
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6) Horizontal or 'conglomerate' integration is also evident 
in the industry. Do you see this as an alternative to vertical systems? 

There were problems inherent with these questions which the 
writer hoped would not appear. However, some difficulty was experienced 
due to respondents' lack of familiarity with terms such as vertical in- 
tegration, wholesale sponsored voluntary groups, conglomerate, etc. 

Some respondents were, however, quite familiar with these terms, and 
these replies are presented below. 
The Manufacturers' Replies 

Total vertical integration was, according to one observer, 
definitely a real possibility, as was manufacturer control of a parti- 
cular line in a store. 

Concerning horizontal integration, one observer felt the con- 
glomerate will be the principal participant in serving the new home 
construction and high rise markets. Their operation, he felt, will 
come under the classification of "jobber", and because of his volume 
buying and ability to earn the maximum volume discounts, this observer 
could also quite readily envision him becoming the supplier on a lot of 
items to distributors. 

Another observer felt both vertical integration and wholesaler 
sponsored voluntary groups were going to take place in the future. (Some 
vertical integration exists now, of course, with Emco and Crane.) How- 
ever, he could not visualize manufacturer control of a particular line 
ined store tor “two reasons. 


a) . . . a manufacturer such as ourselves must contemplate 
more and more control over the distribution of our products. 
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For many years, we have faced the frustrations of independent 
wholesalers stocking and promoting our products almost at 
their whim, and plumbing contractors acting as the retailers 
of our products without any training or interest in modern 
retailing methods. I think it is inevitable that large manu- 
facturers in the plumbing and heating industry integrate ver- 
tically with the result that they own not only their own 
wholesale outlets, but also their retail operations as well. 
This has happened in many other industries . . . and it is 
only a matter of time before it occurs in our industry. 


b) - « - Since many wholesalers experience the same frustra- 
tions that the manufacturer does relative to lack of retailing 
expertisejondthe) parteof his contractorfcustomersyviothinktit 
is very likely that wholesalers collectively or independently 
will reach more and more into the retail level of our busi- 
ness. 


This observer does not anticipate a great deal of horizontal 
or conglomerate integration to take place within the industry, since 
the Combines Investigation people in Ottawa are opposed to this sort of 
growth within an industry. However, ... 


I can certainly visualize horizontal acquisition taking 
place outside of our particular industry, as has happened 
with our own company on a world-wide basis. In the past two 
years, American-Standard Incorporated has more than doubled 
in size through the acquisition of such companies as Westing- 
house Air Brake and the Mosler Safe Company. I don't see this 
strategy necessarily as an alternative to vertical integration. 
I think both have their place, and which avenue is followed 
probably depends on the individual company's circumstances. 


The Wholesalers' Replies 


What this writer considered two excellent replies are sum- 
marized below. Unfortunately, other replies were too sketchy. 
The first respondent's prognostications were as follows: 


Total vertical integration is one direction that has been 
taken by Crane and Emco, although they have not apparently 
gone the full route and to our knowledge, do not operate any 
retail operations. Quite frankly, we cannot see any real ad- 
vantage to wholesalers owning their own contractor (i.e., 
retail) outlets. Vertical integration of wholesaling and 
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manufacturing seems to be a valid arrangement and more of 
this is likely to continue. 


Wholesaler sponsored voluntary groups is an interesting 
topic. We engage in such an arrangement with several other 
wholesalers for buying certain commodities. Personally, I 
do not understand why more of this has not been done, parti- 
cularly in the purchasing area. It seems a logical develop- 
ment if the small/medium wholesalers wish to compete with the 
larger ones. There is an opportunity in this for someone to 
develop. 


Retailer owned co-operatives for buying does not seem to 
be a likely development. It does not offer any advantage to 
the large mechanical contractor because he buys specific 
items for specific jobs. This co-operative arrangement re- 
quires a certain amount of business sophistication that the 
small plumber who would possibly benefit, just does not seem 
to have. Co-operative buying implies bulk purchasing, hence 
inventory accumulation. Plumbing contractors do not generally 
hold inventories. Franchised store programmes are a very real 
possibility and American-Standard's "The Bath" will be the 
first attempt. We believe it will be successful. 


Manufacturers' control of lines in retail stores does not 
strike us as a likely development. Plumbing and heating lines 
moving from traditional channels into D T U (direct-to-user) 
outlets will still be supplied by the same manufacturers. 
Merchandising techniques required to move these products at 
retail levels are not developed by these manufacturers and 
they are not likely to attempt to develop them in the near 
future. 


Horizontal integration really only exists at the manu- 
facturing level. Wholesalers who expand horizontally are 
just buying other wholesalers and their main reason for doing 
this is to expand into a new market. It is usually cheaper 
to buy an existing established wholesaler in a market you 
wish to penetrate than to fight your way in. It also has the 
advantage of removing one wholesaler from the scene so it 
does not add to the competitive situation. 


Horizontal integration by manufacturers is done mainly 
for one of two reasons (sometimes for both). 


a) An opportunity to improve corporate profitability. Most 
manufacturers are generally alert to this. In the case 
of large companies, sophisticated management techniques 
whereskR.Osl.a(return on investment)sis stressed, fre= 
quently will lead to horizontal expansion. 
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b) To protect existing products. Because of rapid product 
changes, manufacturers attempt to protect their tradi- 
tional market positions by acquiring companies manu- 
facturing related products. This is particularly true 
if a company regards itself as a supplier of product 
that performs a certain function rather than by type of 
material. For example, American-Standard is in the fix- 
ture business, hence when stainless steel sinks, enamel- 
leds 's teeletubs; sinks, basins ,! plastic vanities! etc. , 
appeared, these new products had functional features 
that American-Standard regarded as traditionally part of 
their product offering, so they moved into these fields. 
Similarly Noranda, a copper pipe manufacturer, has moved 
intot plasitic piping; 


The exciting changes that will likely occur in our in- 
dustry are more likely to be in vertical integration rather 
than horizontal because vertical integration represents real 
departure from the norm. Horizontal integration is not an 
alternative course of action to vertical except in the purely 
financial sense that available funds will probably limit the 
course of action taken. 


The second respondent's comments compliment the above: 


Two national manufacturers and wholesaler distributors 
are already offering a packaged bathroom to the building in- 
dustry. The instant bathroom by "Crane" called the Futura 
300 (5'10" X 5'9") includes a moulded-in tub, medicine cabi- 
net and mirror, lighting and all accessory hardware, vitrous 
china water closet and integral lavatory with trim. Futura 
300 includes floor, walls, ceiling, etc., and comes in four 
sections that can be taken through a 30-inch door and can be 
installed in half a day. Futura is made of sanitary grade 
fibre-glassed reinforced polyester resin with a smooth 
gleaming white interior. 


Emco are not far behind and will have a different but 
competitive bathroom to offer the trade in 1970. Bathroom 
and boutique type stores, specializing in "everything for the 
bathroom" are opening across Canada, seemingly getting their 
start in Eastern Canada. In all probability, American-Standard 
will co-ordinate other wholesalers to compete with Crane and 
Emco. This new concept in marketing will, I think, be success- 
ful and further handicap the independent wholesaler unless he 
makes the necessary changes. 


A possible way to compete and remain independent will be 
to specialize in some part of our industry ... e.g. con- 
tract sales, retail outlets, bath shops, etc. 
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It appears that the vertical marketing systems such as 
that planned by Crane and Emco (and possibly American- 

Standard) will be on a trial basis and will be with us for 

an indefinite period of time. The length of time will de- 

pend on whether or not they are successful. I am inclined 

to believe that they will be successful but will probably 

concentrate on the remodelling and renovating part of the 

market. Statistics have been quoted to show that this type 
of market exceeds $25,000,000 for fixtures alone and that 
this figure does not include installation charges or cost of 
other items which go with the remodelling package. 

7) What future do you see for your own company in this 
area? 

The Manufacturers' Replies 

One observer reiterates American-Standard's entrance into the 
field of retailing, namely the previously mentioned bath boutique in 
Toronto, The Bath. 

Another observer, on the other hand, does not indicate his 
company will vertically integrate, but he does spell out clearly that 
they intend to move their product any way possible. Under the pressure 
of market change, this observer looks for the movement of large quanti- 
ties of plumbing goods to the consumer by way of capable marketing 
units, i.e., the retail store. He feels the Canadian market is small 
in terms of permitting the investments necessary by a manufacturer to 
produce more economically, and hence, the manufacturer must supplement 
his market by moving his products through marketing groups outside of 
the restrictions of the plumbing industry. 

The Wholesalers' Replies 


Wholesalers' replies to this question were also quite sketchy. 


Many respondents felt that they had implied the answer to this in 
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answering earlier questions. The writer has included two definite re- 


plies, however, and believes that they are quite adequate for purposes 


Of this*thesis: 
One observer commented... 


We feel our future lies in being flexible in our market 
approach to move into areas of opportunity where we can excel. 
We are acquiring specialized product knowledge in the field 
of plastic piping and we know we can do a better job than any 
other wholesaler in our market. We are stocking products 
with which we have demonstrated our ability to out-perform 
other wholesalers such as: In-Sink-Erator garbage disposers, 
Showerfold doors, Everpure Water Softeners, etc. We are pre- 
pared to sell direct to builders or retailers if this becomes 
necessary to movelicertainitypes of products ®#®'We"are experi- 
menting with retail sales in one of our branches. We are 
moving strongly into waterworks markets (specialized field), 
as well as into industrial sales, and we are backing up this 
marketing effort with a highly efficient order handling pro- 
cess and information system that keeps us on top of our 
operation at all times. 


Another observer had this to add: 


To answer your last question . . . means to summarize 
and repeat some of the foregoing. I personally have an un- 
questionnable faith in the future success and growth of our 
company, as an independent. If we were to be bought out, 
say by a conglomerate group with unrestricted financing, 
this would no doubt expedite the successful future of our 
company. Whether or not this will happen remains to be seen. 


If we remain independent, we will only continue to be 

successful with sound and capable leadership and management. 

The key to our continued success is, without a doubt, people. 

We must be able to attract and keep the most qualified and 

capable personnel possible to fill important leadership posi- 

tions as they arise. 

A detailed description of all replies has not been included 
because the writer feels it would serve no useful purpose. Many replies 


were very similar in nature. The criterion used by the writer was to 


include those replies that were most complete. It is interesting to 
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note, however, that there was no contradiction expressed to any of the 


questions by any respondent. 


in nature, a few to the point of being almost meaningless. 


to be unexpected in research of this type. 


Unfortunately, some replies were sketchy 


This is not 


Following the writer has prepared a table summarizing respon- 


ses to the questions asked of both manufacturers and wholesalers. 


Question 


lk Patterns Changed? 


Pd Factors 


2% Independent Exist 
in Future? 


ae Changes 


Die Vertical Systems 
6. Horizontal 
Integration 


Manufacturer 
Yes 


Communications; 
Delivery time; 
Variety of Products; 
Discretionary Income; 
Low-cost Housing; 
Easier Service; 


Yes, with reservations 


Develop new markets; 
Merchandise; 


Total vertical inte- 
gration; 

Wholesaler-sponsored 
voluntary groups; 

Franchised store pro- 
grams ; 


No 


Wholesaler 
Yes 


Development of new 
marke ts; 
Chainstores; 
High-rise Apartments; 
New Products; 
Merchandising; 


Yes, with reserva- 
tions 


Merchandise; 
Specialize; 
Develop Expertise; 


Partial vertical 
integration; 

Wholesaler-sponsored 
voluntary groups; 


No 


Question number seven has been deleted from the above sum- 


mary as it is really not pertinent, and can be deduced from the replies 


received. 


A further observation would be in order at this point. Re- 


plies received and interviews carried out indicate a strong competitive 
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feeling within the channel. The retailer feels he is paying too much, 
the manufacturer feels no one wants to sell his product, and the whole- 
saler feels everyone is trying to do the wholesaling. 

Perhaps if more channel co-operation existed, many problems 


would disappear. 
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CHAPTER VI 
CONCLUSION 


In Chapter I, it was suggested that there currently prevails 
two distinct views concerning the position of the wholesaler in our 
economy. Either the wholesaler is losing ground as a source of supply 
to the retail trade or, in certain instances the wholesaler has made a 
comeback to a competitive position. | 

The reader will recall that it is the future of the wholesaler 
with which the writer is concerned in this thesis, and not the function 
as such. Therefore, it is who performs the function that is of para- 
mount importance, the assumption being that it must be performed. The 
independent, the reader will recall, was described essentially as the 
"traditional middleman", and having no ownership ties with either manu- 
facturer or retailer. 

With this in mind, then the writer will now outline the cen- 
tral ideas that have developed in earlier chapters. 

The Emergence of New Markets 

It was determined from the replies that some changes in pat- 
terns of distribution had taken place since the 1950's. These changes 
were the result of the development of two new markets for PHC products, 
namely the prefabricated and mobile home markets, and the remodelling 
and renovation markets. Manufacturers and wholesalers both agreed on 
this point. The traditional patterns of distribution (manufacturer- 


wholesaler-retailer) still predominate in the industry, most observers 


















TV. AATAAHD 


YOTeIIONOD _ 4 


idevexy yitnerzio s19d3 set beaesggual aaw a2 7 Medgedy 


rt \ 4 7 a, 
THO AL ssIreslodw 14 ) NOtD bao gf4 sntaysonos awokv sont seis va 


a ae ow f 
YViggve lo Souude & et banvotg gcfaol et ssipesiodw sid zemetg Re 9 
: 7 wai 


sdf whserrolasq 34 Jaudt 3) } gnfed tnoldqameaa odd- somes raged dai 
d3 as yilsitnseas, badiroesh ssw “Ifsdey Ilkw sobaet. ana <saabnogebint 
ee tantdts att 9t3 qidatanwo on gitived bos ."nenstbbim ‘Isaots tbexd 
peer 
Telistss go 793u30 th 


“fan sla snokitdua w ry aoe w od mod? . brim oi elda dee” 


; 
15 tivas af boqulsvsb en dads 
P 
} f ) Sonsy tend sat 
= SS nee 





“36g ‘i adgoaads soee tedd esiiqe: oft most banimxss 5b daw AT 


weaneno szeaT =. 2'OCOL adi sonka dontq nodtad bar aor ue ae Bh - io an od 





; _ ettoubor OHY xo? etodrvem won owt 6 Spiamqolov vob ont ” sis te + s3ow 
"° 


Z ; et ts vt 


> aie - “ee 
+ 04 4 of | wr ve ‘zr 






= ona sbeme oni _ init at 3 58 bers. ‘ba: 








ne ‘a ba (2; a6 Aso eae a a ts xt at i. di 





peo 


felt, but were being encroached upon by mass merchandising at the re- 
tail level. This situation resulted in direct bypassing of the whole- 
sale middleman. 

Better communications, better and lower cost delivery, in- 
creasing discretionary income, the need for lower cost housing, and 
easier servicing of products were all cited as forces of change. New 
materials and ease of installation, combined with high tradesmen's 
prices, has become a major impetus in the development of the do-it- 
yourself market. Department stores, building supply houses and the 
like are dominating in the sale of these products, and as mentioned, 
typically buy direct from the manufacturer in huge quantities. 

The reader will recall one observer's definition of a plumber 
in Chapter V. Both the major mechanical contractors and the apartment/ 
project plumbers seem to have limited incentive to "sell" plumbing pro- 
ducts. The service/repair/renovation plumber, on the other hand, has 
the opportunity to do a creative job of selling. Yet, most observers 
feel little actual creative selling takes place. Again, to quote this 
same observer, "one of the greatest opportunities for both volume and 
DiOglt we Lleseine this area, 

A similar situation seems to exist with prefabricated and 
mobile home manufacturers. Apparently the manufacturer has found it 
necessary to bypass the wholesaler again because of lack of performance 
on the wholesaler's part. 

The prevading idea throughout the above is, of course, the 
concept of selling. Each segment of the PHC industry attempts to blame 


the others for non-performance of this function when, in reality, all 
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parties seem equally guilty. 

The marketing of plumbing products is now entering an era 
where style is taking on more and more importance. This is particu- 
larly evident in the "visible" products in the bathroom or kitchen. 
With new products appearing constantly and the continual awareness of 
the consumer, it is not at all unusual for a bathroom to be out of date 
even two or three years after completion. 

Servicing and specialized design of some products to meet in- 
dividual needs is also becoming an important factor in the PHC industry. 
The margin in many of these lines is higher than in the high volume 
items, and by becoming an expert in his field, the seller can retain 
more of the margin for himself. 

Does this mean, then, that the independent wholesaler should 
reject his traditional customer, the plumber, and sell direct to the 
final consumer himself? Perhaps he should set up a "bath shop" and 
stimulate his trade to the purchase of more sophisticated plumbing pro- 
ducts. This solution is, the reader will recall, being attempted by 
American-Standard and "The Bath". To sell retail would very likely 
stimulate higher sales and profits to the wholesaler. There is a defin- 
ite need for this. However, for the wholesaler to enter this field 
could be very perilous. For example, he risks losing the plumber as a 
customer to his competitors. As well, the wholesaler is simply not a 
retailer, and to become a retailer would be a major task in re-organiza- 
tion’and thinking: 


The "bath shop" concept is not suitable to the wholesaler for 
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these reasons. Rather than integrate downward into this business, the 
wholesaler should endeavour to have his products placed in these shops 
(and this includes bath shops in department stores). In this way, sales 
can be upgraded with little or no disturbance in the industry. 

To do this requires some re-orientation, of course. The 
wholesaler's salesmen would probably perform more services for the final 
seller. He is not selling to the plumber now, but to a group of indivi- 
duals to whom the technicalities of even simple plumbing might seem a 
mendous problems indeed. 

The reader will recall the experience of the Andrew Company 
outlined in Chapter III. Design, training, and trouble-shooting were 
all added to the "traditional" job of selling. The experience of other 
industries who are performing these services can also be profitable. 

Wholesaler showrooms are another effective way of merchandis- 
ing. Surprisingly, the era of the wholesaler showroom seems to be 
passing. As mentioned earlier, many PHC wholesalers abandoned their 
showrooms some years ago. A few continue to persist in Western Canada, 
particularly, but industry observers suggest consideration is» being giv- 
en to the elimination of all showrooms in an effort to economize. 

The showroom is now coming into its own. Perhaps previous 
wholesaler dissatisfaction with this concept was premature. There is a 
cost associated with a showroom, of course, and each individual must 
decide for himself the relative advantages and disadvantages of this 
concept in the future. The wholesaler, particularly the small indepen- 


dent, cannot afford to be without one. New products and colours must be 
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chetera 
exhibited to the consumer. 

As well as encouraging remodelling and renovations, the inde- 
pendent wholesaler should also encourage new home and apartment build- 
ers to use better products. Too often little or no effort is made by 
the wholesaler or plumbing contractor to inform these people of the 
advantages of newer and better products. 

The manufacturer often makes efforts along these lines, with 
his local representative detailing to architects, plumbing contractors, 
builders, and government agencies; however, his efforts are spread 
thinly, and sometimes incur the ire of the wholesaler who feels he is 
being bypassed again. 

Prefabrication and mobile home manufacturers are both highly 
specialized operations, requiring a different plumbing "package" than 
do apartment builders. Much of their installation is not done by 
licensed plumbers, which generally means a requirement for simplicity 
of products. Hence, the introduction of "complete'' bathrooms which are 
merely bolted into place. The constant repetition and standardization 
required by these people results in many more pre-assembled packages 
than is found elsewhere, although this trend is becoming more evident 
in apartment construction. 

The point is that for the most part it has been the manufac- 
turer who has been in contact with these people. The wholesaler has 
sat back and done little to determine how he can help these markets. 

In other words, the wholesaler must decide where his markets are and 


how to best serve them. He need not serve them all poorly, but rather 
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one or two well. 
Polarization of Wholesalers 

Wholesaling in the PHC industry is polarizing into two groups 
- the large, national, multi-branch wholesalers who are often vertical- 
ly integrated with at least one manufacturer, and at the other end, the 
small and medium-sized wholesalers who may operate one or two branches 
or a small chain of six or eight branches. These are not national in 
character, however, and are not vertically integrated in any way, pad 
generally conform to the writer's definition of an independent. 

While there was some difference of opinion expressed in the 
replies as to whether buying power was much of a competitive factor at 
each pole, it is this writer's opinion that "the big buy better''. This 
does not mean there are tremendous differences in pricing arrangements, 
although this may be so. In fact, prices may differ by one one or two 
percentage points. Other arrangements, however, can include special 
"dating" of accounts payable, or rebates for purchasing certain quanti- 
tiles . 

These special arrangements can be a very important competitive 
factor in an industry where profits are low and volumes are high. 
Paieine such as this then is likely to result in increasing polariza- 
tion in (thes Guturer 

The independent then is likely to remain in the future at an 
opposite pole from the large, integrated wholesaler. Hence, price- 
wise, he will be unable to compete with the large companies. Coupled 


with this problem is the independents' problems of access to funds for 
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capital expansion, inventories and accounts receivable. Often there is 
a thinness of managerial assets as well. 

The independent then, assuming he wishes to remain as such, 
must be aware of these facts and act accordingly. The future lies 
largely with himself. One must remember that direct selling by the 
manufacturer affects all sectors of wholesaling and not merely the in- 
dependent. Hence, he should quit worrying about being bypassed and 
find those markets and products to which he can attune himself. 

The previously-mentioned mobile home and prefabricated hous- 
ing markets together with the remodelling-renovation markets are exam- 
ples. Whether the independent wholesaler can serve these markets re- 
mains to be seen. Most respondents did indicate, however, that the 
independent wassinia sbetter _posiLtionstoeserve «thematham theslargesgePHC 
wholesaler. 

The future of the independent could be bright. He must be 
content with smaller volumes, higher costs, and probably lower profits 
than his big competitiors. Undoubtedly, the major conclusion of this 
thesis must be that the independent wholesaler must decide where his 
market is and then determine how to serve it in the most efficient 
manner. 

He must further review what functions he can perform for 
these new markets and allow either the manufacturer or retailer to per- 
form the other functions. The day of the traditional wholesaler per- 
forming all of the functions outlined in Chapter III is finished, yet 


still many independents feel it is their right to perform all these 
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functions. This is simply unrealistic, and the sooner the independent 
realizes this, the more prosperous he will become. 

The Vertical Market System 

The reader will recall from Chapter IV the discussion of 
vertical marketing systems. It was suggested here that ... "the con- 
cept of functional shiftability has replaced the concept of role separ- 

nya: MA 
ation’. Furthermore, conventional marketing channels seem to be becom- 
ing economic anachronisms. 

Three types of vertical systems: corporate, contractual and 
administered, were discussed. In the qestuionnaire, however, these 
terms were not used as it was thought they would prove to be too con- 
fusing (see question number five). 

As mentioned earlier, replies to this question were not as 
complete as the writer had wished. However, in the analysis of the 
replies, certain consistencies did appear. 

Vertical integration, or the corporate system, had a very real 
future in the PHC industry. Manufacturers felt they needed more control 
over the distribution of their products. Crane and Emco, as mentioned 
earlier, have been integrated vertically for quite some time, and re- 
cently Emco announced the acquisition of another manufacturer, Stamped 
and Enamelled Ware Ltd. 

As well, an industry observer suggested to this writer that 
American-Standard was negotiating to acquire a wholesale PHC chain. If 


this happens, American-Standard would be the only full integrated (manu- 


IMcCammon, et al., Emerging Patterns of Distribution, p. 2. 
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facturer-wholesaler-retailer) PHC organization in North America. 

Wholesale-sponsored voluntary groups were considered as a 
future possibility by two observers. One could visualize greater buy- 
ing power achieved by group purchases among small independents. This 
solution is particularly suitable to the small independent in this 
writer's opinion because of ease of communications and agreement. The 
large independent in the opinion of one observer buys almost as well as 
the national chains now. 

Retailer-owned co-operatives are not a likely possibility in 
the PHC industry. The large contractor has maximum buying power, and 
the small contractor who could benefit from an arrangement such as this 
usually lacks the sophistication. As well, as this observer suggests, 
group buying necessitates storage, a function heretofore performed by 
the wholesaler. 

This form of group buying from the wholesaler is a real pos- 
sibility, although it is unlikely this arrangement could bypass the 
wholesaler. The wholesaler would be willing to increase discounts 
substantially under this purchase plan. 

Franchised store programs are a real possibility, as men- 
tioned by one observer. He suggests ''The Bath" as only the beginning 
of a very successful program. 

The writer also believes this to be a real possibility. For 
example, plumbing contractors in Toronto were quite disgruntled with 
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American-Standard's entrance into retail merchandising. Yetguait 
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Brie 0 
American-Standard were to now set up a program to assist the plumber in 
entering the "boutique" business, the program could be a tremendous 
success, and could promote the sale of American-Standard products, 
rather than hinder them. 

Only one respondent commented on the administered system, or 
manufacturer-control of a particular line in a store. Because of the 
lack of merchandising experience on the part of the manufacturer, use 
of this system appears unlikely. However, if "The Bath" proved to be 
successful, this writer feels the door could be opened to administered 
systems. 

Horizontal Integration 

Observers felt horizontal integration could not be looked at 
as an alternative to vertical integration. Rather, the only advantage 
to horizontal integration at the wholesaler level was the removal of 
excess competition. At the manufacturing level, reasons of improving 
corporate profitability and protection of existing products were cited 
as advantages by these observers. 

For the independent, horizontal integration has other advan- 
tages. For example, integration with a larger financially or manageri- 
ally strong company could provide the independent with needed financial 
and managerial help. This is too important to be ignored because, as 
mentioned earlier, many independents suffer from lack of these assets. 

The Future of the Independent 
The writer concludes from the preceding discussion that the 


future of the independent is limited. From the responses to the ques- 


S01... 






nt tadeurlq oi tebdds 02 mergOrq B qu Jse won os: 


avdbremasys x od biues mzrgotq odd, zeemkeud ihe nel i 


ee bYsbnaaidg-naxitemA 160 elee sda sc ometq: biueo bos | eescsue .] 


mst webotd apts wedgw 
- 


10 ,medeaye berovetoimbe soft wo betosinnoo Jnsbuaqest sno yiad © See ee 


' 
oft Jo séts008 .orvo37 « at sakl welnolatke # 26 Torjnpo- Ted oe turism 
9a ,tsi1wtoniunam sit to 348q end no sxdahtéqxs Sorebboaderad aeons 
of od bevetq "W458 sil" 24 .aSvewoH .yisdiinu aresqqs moteye eideeas 
bsussatnimbs oF bansqo sd blue saceh of3.efasd sortow atde _luieessoue 
- ehedave 
hotsoertgstal  istnoxsisok = 
jr bwlool sd ton blues soltargstoi issaosisod sisi ereyvesede ie 


sagtiidnevbs vino sia: ,Tedted wnokistasinkd Isotsieay op -ayignnaesis ea ae 
favomes stly eow favsf tolevolodw-sdd ih nolistgesar igdamosizod 03 
gtivorqmi 20 ¢noarox ,level gifiusostunem sai FA “no t3.ttSemes eesoxs. 
betts stew ejovbotq scisetxe to sokiszesoxrg bos yi hdenbiorg araeqto 
-etovisado sasdt yd eoqamnyvip ae + 


“fevbe asilto end notaatgstolr |einostved ,inehbrogqebsai sia 64 ass 


~bregavem 16 Viletonanti togzel s. di iw nolo psgssat aiqinmes tot veogat 
Iwtonerst bebsen ditw inebpsqobnit +44 sbivozq blued ynéqmos gaondagiis 
ah (ogunas! \bavedRY od a3 Ree bat al sie 





i Oe: 
tionnaire, the independent wholesaler's problem is found in his inabi- 
lity or unwillingness to develop new markets. to specialize, and to 
merchandise. 

The manufacturer feels neither the wholesaler nor the plumber 
is doing much to merchandise his products. 

The wholesaler, by his past performance, indicates his unwill- 
ingness to do other than those functions which he performs best. He 
does not want the retailing job it seems, but would rather supply the 
retail trade. 

From the material obtained through the questionnaire, the 
future of the independent is bleak indeed. From this evidence, the 
independent should prolong his life through specialization, group buy- 
ing or even horizontal integration. 

However, both wholesalers and manufacturers replying to the 
questionnaire have seemingly ignored what was described in Chapter III 
as the basic marketing function, the sorting process. Perhaps this 
aspect was taken for granted. 

However, perhaps the PHC industry does not "see the forest 
for the’ trees’. That is to'‘say, the survival’ ofthe, independent whole- 
saler depends on his ability to do a job in the marketplace. This 
writer's suggestion is the function of sorting, the basic marketing 
function, can best be done by the wholesaler. 

This thesis is only an introductory study into a very complex 
and virtually umresearched area. It is very broad in nature and at 
times, vague. However, it does provide the necessary groundwork for 


future research. The various functions of the wholesaler have been 
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documented as well as the feelings of members of the industry. 

Future research should include an attempt to cost each func- 
tion the wholesaler performs. This might provide insight into the area 
of what functions the wholesaler should be performing. More research 
should be done concerning the differences, if any, between large and 
small outlets, and between manufacturer-owned and independent outlets. 

The writer erred in not analyzing each business sufficiently 
nor in sufficient scrutiny of each function. As well, the writer's 
visibility in the industry because of his association with a family- 
owned wholesale outlet would have introduced certain biases as outlin- 
ed in Chapter II. 

It is my hope that because of this thesis, industry leaders 
will be more responsive to future research. Some difficulty was en- 
countered with local management of competitive firms because of the 
writer's association with the industry. 

Industry members should look at their responses and decide 
for themselves if this is really the way it is, or the way they would 
like it to be. The study was conducted at a low point in economic con- 
ditions, and with other biases previously mentioned, could serve to 
colour responses somewhat. 

I would not necessarily be hesitant at this point to go into 
the wholesaling business in either the PHC industry or elsewhere. How- 
ever, I would hope to remember my basic function in the marketing pro- 
cess, that of sorting. 


Finally, the up-to-date information available on wholesaling 
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in general, and more specifically the PHC industry, is deplorable. 
Government statistics are available for the 1961 census and not later 
as Of April 1, 1971. The CIPH collects information quite admirably, 
yet 1968 information is not available due to "insufficient reports". 
One wonders why wholesalers did not feel it necessary to report vital 
information in what observers say has been one of the worst years in 


history of the PHC industry. 
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APPENDIX 


WHOLESALE OPERATING COSTS SURVEY - 1967 


VOLUME GROUPS 


ib Wholesale sales up to $1,000,000 

on Wholesale sales from $1,000,000 to $2,000,000 
Sie Wholesale sales from $2,000,000 to $5,000,000 
Ze, Wholesale sales over $5,000,000 

AREAS 


Reports received have been divided into five geographical areas: 


(A) Maritime Provinces 

(B) Province of Quebec 

¢G) Province of Ontario 

(D) Prairie Provinces 

(E) Province of British Columbia 


NUMBER REPORTING 


The equivalent of one hundred and thirty-six individual 
reports are included. In several reporting companies more than one 
branch was included in some area returns and these have been reported 
herein as individual units for each branch involved. 


Where there were not at least three returns for a Volume 
Group in any area, the reports of that Volume Group were combined with 
those of the Volume Group next above (or below where that was neces- 
SaLy). 
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SUMMARIES PREPARED 
Two groups of summaries have been prepared: 


ihe National Averages - all reports by respective Volume Groups, 
regardless of areas. 


at Geographical Averages - all reports for each geographical 
area by respective Volume Groups. 


In each case two divisions of data are presented: 


(A) Report of Operations - averages, by Volume Groups, of all 
reports submitted - expense classifications shown in total. 
only. 

(B) Details of Expenses - averages of details of each expense 


item of all firms reporting on each particular item. 


Where at least three firms in any group have not reported on 
an item, percentages were not shown for that item. 


Columns have been provided on each sheet of the summary for 
the insertion of percentages of each individual firm for the years 
1967 and 1966. Such comparison of the firm's own percentage with the 
average as shown prove valuable. 


The following tables are reproduced from: 'The Canadian 
Institute of Plumbing and Heating "Survey of Operating Cost", Montreal, 
1967', (mimeographed). 
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C. I. P. H. WHOLESALE DIVISION 


a anette 


REPORTING FORM 


Wholesaler Operating Costs — Fiscal Year 1967 
VOLUME CLASS 


H 
ft 


Up to $1,000,000. 
Upr ta o2,000,000. 
Up to $5,000,000. 
Over $5,000,000. 


bY 
HHH 
<HH 
eau 


Do figures submitted inolude sales of other products than those 
generally olassed as P & H, for example hardware, metal mill 
produots, mill supplies, eto. 


If answer is YES, do sales of these other products amount to 
more than 35% of your total sales? 


NET WHOLESALE SALES (Gross Sales, inoluding Federal (not 
rovinoial) Sales Tax = less returns, allowances and oash 
discount) equals 


EXPLANATORY NOTES: 


(a) 


(d) 


COST OF GOODS SOLD (Opening inventory — plus net purohases (less oash 


The figures required in the following questions are in 
terms of percentages of your net wholesale sales for the 
year 1967 (as defined above) and are requested to be 
extended to two deoimal points. 


Questions 6 to 10 cover the five major items of expense in 
our type of business. These are further sub-divided 
according to normally acoepted aocounting practices. If 
the sub-divisions do not oonform exaotly to your acoounting 
system, you are requested to apply your information to the 
Olassification given as aocurately as possible. In every 
Oase provide peroentage figures. (Please do not insert 
new expense headings). 


It is recognized that oertain member businesses do not 
have outgoing delivery expenses due to an operating polioy 
variation from standard. In such cases, please indicate 
by "nil" in sub-section (o) of Item 7. 


"FRINGE BENEFITS", inolude the company's share of the cost 
of pension, hospital, medioal and life insurance plans; 
unemployment insurance; workmen's compensation insurance 
and minimum wage commission plans. 


“OFFICE SALARIES", inolude Credit Manager, Controller, 
Offioe Manager, Acoountant, Purchasing Agent, and all other 
office staff except, 


“EXECUTIVE SALARIES", inolude Company Offioers and Manager, 
Assistant Manager, Partners' and Direotors' salaries. 


“INWARD TRANSPORTATION" should not be treated as an expense 
as it is actually a part of the oost of materials purohased. 


discounts), freight and transport charges inward, and duty oharges = 
(PLUS SALES TAX IF APPLICABLE) less olosing inventory.) 


GROSS PROFIT ON SALES 
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DIRECT SELLING EXPENSES 


a ) Sales Managers' and salesmen's salaries, commissions. 


bd) Sales Managers' and salesmen's expenses and other direct selling 
expenses, including entertainment; and depreciation and mainte-— 
nance of cars used for selling. 


o) Advertising and sales promotion 


ad) Total 


WAREHOUSE, RECEIVING & SHIPPING EXPENSES 


a) Salaries or wages of all warehouse employees, shippers, 
receivers, cheokers, drivers and assistants, and 
supervisors. 


b) Insurance, repairs, gas and oil, and depreciation on 
trucks, garage rent, eto. Truck and driver rental 
charges if applicable. 


o) Outgoing delivery charges by common oarriers. 
d) Packing and Shipping Materials 

e) Other warehousing and delivery expenses. 

t) Total 


OCCUPANCY EXPENSES 

a) Rent and depreciation on buildings 
bd) Taxes and insuranoe 

o) Light, power and heat 


ad) Total 


GENERAL & ADMINISTRATIVE EXPENSES 

a) Office Salaries. See Explanatory Note E. 

b) Exeoutive Salaries. See Explanatory Note F. 

o) Depreoiation on furniture and office equipment. 

ad) Supplies, stationery, postage, tel & tel and other variables. 


e) Other Administrative Expenses — 4noluding Head Office charges 
(if applioable), donations, dues. 


f) Bad Debts Expense. 
g) Fringe benefitse See Explanatory Note D. 


h) Total 
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10. 
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12.6 


13. 


14. 


15. 


16. 


17. 


18. 


19. 
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FINANCIAL EXPENSES 
Interest expenses, Bank charges etoe 
TOTAL OPERATING EXPENSES 


Total of Items 6,7,8,9,10 
OP@SRATING PROFIT 


Subtract Item 11 from Item 5 


NON OPERATING INCOME (Inoome from investments etce) 





NON OPERATING EXPENSE (eego all expense related to 
non operating inoome). 


NET PROFIT BEFORE INCOME TAX 


Add Items 12 and 13 then subtraot Item 14. 
AVERAGE SALES PER EMPLOYER 


Net sales (Item 3) divided by average number of all 
employees. (a) Independent firms; (b) Chain or 
multiple branch operationse To be completed by Head 
Office for entire organizatione Submit one figure 
to be included in National Averages only. 

AVERAGE SALES PER SALESMAN 
Net sales (Item 3) divided by average total number 


of outside salesmen whose sole responsibility is to 
contact oustomers. 


NET SALES COMPARED WITH PREVIOUS YEAR 


Are your sales up or down compared with last year? 


Up [aael Down: [es] 


By what peroentage of last year? 
INVENTORY NOW COMPARED WITH 12 MONTHS AGO 


Was your yeareend inventory up or down oompared with 
last year? 


Up] Down (_] 
By what peroentage of last year? 
INVENTORY TURNOVER RATE 


Add monthly inventories and divide by twelve; 
divide answer into oost of goods sold for the yeare 
(Take to two deoimals) 
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21-¢ RETURN ON INVESTMENT IN RECEIVABLES AND INVENTORY 


Add average monthly inventory to average monthly 


receivables and divide the result into net profit 
before taxo 


COMPLETED RETURN SHOULD BE MAILED BEFORE MAY 30, 1968, TO 


MR. De Re PATTON OF PAYNE, PATTON & PUGSLEY, 1509 SHERBROOKE 
ST. WEST, MONTREAL 25, PoQe 


SUBMISSION BY 
Company Name: 


nn 


Address: 


AUDITORS MAY CONTACT | Mr. 
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June 5, 1969 


Mr. A. Fleming 


Triangle Plumbing & Heating Supply 
40 Jutland Road 
Toronto thes iOntanio 


Dear Alec: 


6i29 


As you know from our recent conversation, I am preparing a thesis at 
the University of Alberta as a requirement of the program leading to 
the degree of Master of Business Administration. 


The subject I am researching concerns "The Future of the Independent 
Wholesaler in the Plumbing and Heating Industry in Canada", a subject 


with which you are also concerned. 


As we discussed, it is very difficult todo accurate, meaningful 
research on this subject. However, I am attempting to gather the 
necessary information through the use of a short letter to a few 
knowledgeable wholesalers like yourself who have considered this 


question in the past. 


I would appreciate it if you and Don would give some thought to the 


following questions: 


1, Have patterns of distribution changed significantly since, say, 


the early 1950's? 
De What factors or conditions have caused 
ae Many wholesalers are, of course, still 
traditional sense. Will they continue 


the future? 


4. What changes will the independent have 
remain independent? 


these changes? 


independent in the 
to xist as such in 
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Mr. A. Fleming - 2 - June 5, 1969 


De Vertical marketing systems are one alternative, several types of 
which are possible: a) total vertical integration of manufacturer 
through to retailer, b) wholesaler sponsored voluntary groups, 
retailer owned co-operatives, or franchised store programs, 
ec) manntacturerscontrol of a particular’ line in a store, rather 
than control of the store's entire operation. 


Would you indicate what you think the relative importance of each 
of these vertical systems will be in future wholesaler operations 
in the industry, and your reasons. 


6. Horizontal or ‘conglomerate’ integration is also evident in the 
industry. Do you see this as an alternative to vertical systems? 


igs What future do you see for your own company in this area? 


I realize answering these questions will involve a substantial amount 
of your time and I apologize for the inconvenience. However, to my 
knowledge very little academic research has been done in this area and 
I feel the results will be worthwhile. 


Please do not feel it is necessary to confine your reply to the above 
questions. The questions are intentionally broad to allow you the 
necessary latitude in answering. 


I assure you your reply will be kept strictly confidential. If you 
wish, I will gladly make available to you a copy of my results, sum- 


marizing anonymously the responses to this letter, together with my 
thesis conclusions. 


May I thank you in advance for your co-operation and request that you 
answer at your earliest convenience. Enclosed is a stamped and 


addressed envelope for your convenience. 


Yours. truly. 


R. Fraser Baliour 
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Responses were solicited from the following persons: 


Manufacturers 


E. Blake 

General Sales Manager 
Kindred Industries Ltd. 
Kindred Road 

Midland, Ontario 


J. Burgess 

President 

Wallaceburg Brass Ltd. 
Wallaceburg, Ontario 


Donald F. O'Neil 

General Manager 

American-Standard Products (Canada) Limited 
80 Ward Street 

LOCOPLOmL/ 2 em Ol ta r1O 


Awake DEGKINSOD 

Vice President of Sales 

Crane Canada Limited 

5800 Cote deLiesse Road 

(BaO se bOx "7700, eo GeeLaurenusr a0.) 
Montreal 9, Quebec 


Wholesalers 


A. Fleming, President and 

R. Gray, General Manager 

Triangle Plumbing and Heating Supply 
40 Jutland Road 

Torontoe to, sOneario 


Pierre Deschenes 
President 

Deschenes and Fils Ltee. 
8335) St. Michael Blvd, 
Montreal 455, Quebec 


Roland Savoie 
Codere Ltee. 

P.O, 50x 130 
Sherbrooke, Quebec 


Ets. 
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Wholesalers ....cont'd 


E. G. Jarvis, President and General Manager 
W. Stairs and H. J. Hoskin 

Wm. Stairs Son and Morrow Ltd. 

3667 Strawberry Hill 

Halifax, Nova Scotia 


Eee ApHoOSiiood 
SumneriiGo. td: 

635 Main Street 
Moncton, New Brunswick 


R. G. McMorran 
Emco Ltd. (Wholesale Division) 
69 Huxley Road 
Weston, Ontario 


J.0.D.P Hhorster 

Barrie Plumbing Supply Co. Ltd. 
ISOuVietoria Street 

Barrie, Ontario 


S. Shergold 

Brampton Plumbing and Heating Supply Ltd. 
275 Queen Street East 

Brampton, Ontario 


J. E. Gilson 

Marks and Company (Hamilton) Ltd. 
104 Robert Street 

(PO. Boxed.) 

Hamilton, Ontario 


Ie C..eoass 

iow eA LeneanadnGo. std), 
108 Ahrens Street, West 
Kitchener, Ontario 


A. G. Jackson 

Regional Sales Manager 

Cronkhite Companies Ltd. 

704 Chinook Professional Building 
Calgary 9, Alberta 


A. T. Woods 

Manager 

Cronkhite Supply Ltd. 
302 = 50th Avenue, S:. E. 
Calgary, Alberta 
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Wholesalers ....cont'd 


G. D. Thompson 
Manager 

Cronkhite Supply Ltd. 
90 Market Avenue East 
Winnipeg, Manitoba 


RaaJanvie. Director 
Cronkhite Companies Ltd. 
420, The Kingsway 
Islington, Ontario 


Canadian ins clrutenot Plumbing and Heating 


G. H. Dixon 

General Manager 

Canadian Institute of Plumbing and Heating 
785 Plymouth Avenue, Suite #305 

Montreal 306, Quebec 
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Replies were received from the following persons: 


Manufacturers 


E. Blake 

General Sales Manager 
Kindred Industries Ltd. 
Kindred Road 

Midland, Ontario 


J. Burgess 

President 

Wallaceburg Brass Ltd. 
Wallaceburg, Ontario 


Donald F. O'Neil 

General Manager 

American-Standard Products (Canada) Limited 
80 Ward Street 

Toronto 1/2, Ontario 


Meow. rece rns On 

Vice President of Sales 

Crane Canada Limited 

5800 Cote deLiesse Road 

PO BOx-2/-005—-ot.—-hatirent-P.0; 
Montreal 9, Ontario 


Wholesalers 


A. Fleming, President and 

R. Gray, General Manager 

Triangle Plumbing and Heating Supply 
40 Jutland Road 

LOLOuLoO Sloss OntarLo 


Io Gs Jarvis 5 

President and General Manager 
W. Stairs and H. J. Hoskin 
Wm. Stairs Son and Morrow Ltd. 
3667 Strawberry Hill 

Halifax, Nova Scotia 


R. G. McMorran 

Emco Ltd. (Wholesale Division) 
69 Huxley Road 

Weston, Ontario 
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Wholesalers....cont'd 


Jie EayGul sion 

Marks and Company (Hamilton) Ltd. 
104 Robert Street 

(220. Hox 45) 

Hamilton, Ontario 


TG. sass 

Jteeo reall en, andiGo. Ltd. 
108 Ahrens Street, West 
Kitchener, Ontario 


AGS G. Wackson 

Regional Sales Manager 

Cronkhite Companies Ltd. 

704 Chinook Professional Building 
Calgary 9, Alberta 


Reovarvie 

Derector 

Cronkhite Companies Ltd. 
420, The Kingsway 
Islington, Ontario 


Canadian Institute. of Plumbing and Heating 


G. H. Dixon 

General Manager 

Canadian Institute of Plumbing and Heating 
785 Plymouth Avenue, Suite #305 

Montreal 306, Quebec 
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The following persons replied with regret that for various reasons they 


were unable to answer the questions posed, or replies were received too 
Tate tor the first draft, 


AP eo Diekinson 

Vice President of Sales 

Crane Canada Ltd. 

5800 Cote deLiesse Road 

CREO me Bboxe 27 O05 Ste Laurent: P.O) 
Montreal 9, Quebec 


Pierre Deschenes, President 
Deschene and Fils Ltee. 
833558. Michael) Blvd. 
Montreal 455, Quebec 


A. T. Woods 

Manager 

Cronkhite Supply Ltd. 
302 - 50th Avenue, S. E. 
Calgary, Alberta 


G. D. Thompson 
Manager 

Cronkhite Supply Ltd. 
90 Market Avenue, East 
Winnipeg 2, Manitoba 
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